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The Honorable Members City Council
City of Lodi, California:

We have audited the general purpose financial statements of The City of Lodi for the year ended

June 30, 1989, and have issued our report thereon dated October 26, 1989. In planning and - - -

performing our audit of the general purpose financia! statementsof the City of Lodi, Californiawe
considered its internal control structure in order to determine our auditing procedures for the
purpose Of expressing aur opinion on the general purpose financial statements and not to provide
assurance an the internal control structure. \We have not considered the internal control structure
since the date of our report.

During our audit we noted certain matters involving the internal control structure and other
operational matters that are presented for your consideration. These comments and
recommendations, all of which have been discussed with the appropriate members of management,
are intended to improve the intemal control structure or result in other gperating efficienciesand are
summarized as follows:

SINGLE AUDIT SUGGESTIONS

Monitoring of Single Audit Grants

The City is a recipient of federal and state monies for several grant programs. Currently, different
departments are involved with the request for and subsequent monitoring of the various program
activities. An individual in the police department had been assigned responsibility for monitoring
the state programs; however, this employee no longer is employed by the City. The responsibility
of monitoring compliance has not lbeen reassigned to another employee.

The administrationof grant programs should be reevaluated, specific responsibilitiesassigned, and
authority delegated to ensure that one individual is aware of all monies received by City
departments under Federal grants, and state and county pass-through programs, and is responsible
for monitoring departmental efforts to comply with all general and specific administrative
requirements of the grant programs. Assigning responsibility will reduce the risk of loss of future
program awards due to inadvertent noncompliance with regulations and requirements of each grant
program. Additionally, the City may discover it is eligible for funds under other grant programs
previously overlooked due to lack of familiarity with available grant programs.
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FIXED ASSETS

Establish Fixed Assets Records and Controls

Sound financial administration in safeguarding the City's investment in fixed assets is of utmost

. importance in the exercise of stewardshipresponsibilities. These responsibilities can be effectively -

discharged only through adequate fixed assets accounting.

By naintainmg fixed assets records, the City will realize several berefits:

Fixed assets can be inventoriesperiodically to ensure that they are properly controlled.
Responsibility for custody and effective use of fed assets can ke clearly established.

Information regarding sources of supply, prices, and useful lives will be readily
available. If information regarding maintenance costs is also included in the subsidiary
ledgers, ratios of cumulativemaintenance costs to original costs can be developed.

Records will be readily available to substantiate the amount of grants used to finance
expenditures for fixed assets. Furthermore, the determination of costs for building or
equipment use is facilitated. The latter is important to obtain reimbursement for the use
of buildings and equipment in federal and state aid programs.

Information is readily available both to determine insurance needs and to substantiate
losses recoverable from insurance.

Establishing fixed assets record when none existed before can be a difficult and time-consuming
task. One approach is to:

1. Define clearly what constitutes the fixed assets categories (¢.g., land, buildin

S,
improvements other than buildings, equipment); a fixed asset (i.e., minimum dol?ar
value and useful life); and the location "control” mas.

Plan and perform a complete inventory of all fixed assets. In creating the inventory
records, obtain as much of the information to be included in the individual assets
records as is possible, e.g., asset description, location, vendor or manufacturer,
acquisition date. Fixed assets identification tags should be affixed at the time the
physical inventory is taken.
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3. Assign values to each asset according to generally accepted principles. FIX&d assets

should be recorded at historical cost, or estimated historical cost, if the original cost is

not available, ar, in the case oF gifts or contributions, at the fair market value at the tine
received.

Several procedures can be used tdetermine the valuation.

Reference to the historical records, such as vendors' invoices, contracts, purchase

arckrs, capital expenditure authorizations, cancelled checks, gift acknowledgements, or
other documents on hand.

Correspondence with vendors, donors, etc.

Use of an asset valuation reasonable reflective of historical value, provided it is reliable,
if historical or fair market value is not available.

Historical cost as reasonably estimated by employees for small items of relatively low
value, e.g., tools, office furniture, and equipment.

Reliance on independent outside appraisals for assets which cannot be valued by one of
the above methods or some other reasonable method. It is important to emphasize,

however, that the appraisal should be based upon estimated historical cost, not on
replacement cost or some other basis.

Evaluation of fixed assets in the above manner villl enable the City to establish reasonably accurate
initial fixed asset values.

Once initial records are established, the City will want to concurrently implement the kinds of

controls and procedures enabling it to maintain control over the fixed assets. These procedures
should inciude:

Control over the proper input into the records for all fixed asset additions, sales,
abandonments, and transfers.

Periodic reconciliation of detail ledgers to the general leager.
Periodic inventory of fixed asssts by location.

Verification that any asset traded in fora new acquisition is properly removed from the
records.
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Fixed Asset Disposals

At present, the City, despite the size and dispersion of its facilities, does not have a formal
procedurs to ensure that disposals of fixed assets, whether by destruction, sale, scrapping, or
trade-in, are reported 1 the accountingdepartment. Without such a procedure, the likelihood of an
unrecorded disposal, even a sale Wi diversion of the related proceeds, increases. A formal policy
to ensure the reporting of fixed asset disposals should be adopted and should include: (1) the
necessary level of approval based on the value of the asset and (2) reporting to the finance
departmenton a timely basis. A simple standardizedform could be developed to provide adequate
accounting documentationand to provide evidence of adherence to City policy. -

CERTIFICATES OF PARTICIPATION

Covenants

Currently, no individual is responsible for monitoring compliance with debt covenants. TO ensure
ongoing compliance with debt covenants, the provisions of various bord and certificate of
participation resolutions shouid be monitored throughout the year wilh a summary report presented
to management on a regular basis.

Calculation of Arbitrage

Certificates of participation groceeds are being invested in securities other than state and local
government securities (SLGS)which could result in an arbitrage tax. We noted that the City has
recently purchased a software program to calculate arbitrage but has not currently implemented it
due to software limitations. VWe commend the City in their efforts to calculate arbitrage and
recommend that the City calculate arbitrage on a quarterly basis in order to properly record their
potential liability.

On future debt issues we recommend the City assess the true financial benefit, if any, of investing
debt proceeds in other than SLGS. The assessment should include the expected interest income
reduced by all costs associated with the arbitrage issue (i.e.: tax, management and staff time to
calculate the tax, software updates, etc.).

Lodi Public Improvement Corporation

Amcle V, Section 4 of the Lodi Public Improvement Corporation (Corporation) bylaws state *“The
affairs and financial condition of the Corporation shall be audited at the end of the fiscal year (June
30) commencing with fiscal year 1988-1989by an independent public accountant selected by the
Board of Directors (members of the City Councily and a written report of such audit and
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appropriate financial Statements shall be submitted to the Board of Directors prior 1 the next
regular meeting OF the Board of Directors of the Corporation following the completion of such
audit. Additional audits may be authorized as considered necessary or desirable by the Board of
Directors.” It is our understanding thak management does not consider thisaudit 1 be necessary as
the Corfn'atlm and the City are essentially one in the same and, as such, the audit of the City’s
general purpose financial statements is sufficient to comply with thisbylaw. However, as the
Corporation is a separate legal entity and its bylaws do currently require an audit, we recommend
éhe Board of Directors consider the need for an audit of the Corporation and meke a final
etermination.

Physical Inventory Procedures

During our observation of the physical inventory performed during the week of June 30,1989, we
noted the following deficiencies in the physical inventory procedures:

« No written inventory instructions were provided 1 the count teams.

«  Numerous small, slow moving items were not counted until the last day of the physical
inventory.

 Obsolete items were not separated or designated to allow for count teams to easily
identify items not to be counted which caused numerous delays and erroneous counts
of obsolete items.

»  Count sheets included many part numbers no longer in existence which caused delays
as the count teams were looking for items the City had not used in years

» Count sheets included the same part number in two or three different areas causing
some items to be double counted.

» Count sheets did not include some part numbers which were a part of the physical
inventory at June 30, 1989.

» Upon completion of the count in a particular area, the area was not marked as beinc1;
counted in order to avoid double counting or to allow for easy identification that al
areas had been counted.

+ Numerous errors were made in the water inventory t|?£\1ysical ccunts which caused the
need for the entire water department inventory to be recounted by the City and re-
observed by KPMG Peat Marwick on the following day
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» No test counts were performed by supervisors until we brought the numerous count
errors 10 the water department supervisor’s attention.

« Count teams consisted of only one individual with no independent verifications being
performed by a second count team.

So that future physical inventories counts may be more effective and efficient, we suggest the
following:

 Comprehensive written inventory instructions should be prepared and disseminated to
participating personnel well in advance of the physical count. These instructions
should be read and understood by all personal.

« All stock to be excluded from the count (such as obsolete goods) should be clearly

marked or physically segregated, where appropriate, prior to beginning the inventory
count.

» The physical count on slow-moving or immaterial items could be conducted 1 to 2
weeks in advance.

 Prior year count sheets should not be copied and brought forward to conduct the

current year count. This practice carries forward inventory numbers which may not

exist in the current year. We recommend that the city prepare new count sheets which

include only inventory numbers existing at year end. This will result in a more efficient

ghysical inventory and will help prevent valuable lost time looking for inventory which
0es not exist.

Counted inventory areas should be clearly marked with tape or some other kind of
identifier in order to prevent any possible erroneous count.. as a result of not or double
counting a particular area.

Inventory System

The inventory system is not computerized and is kept on a card file system. We understand that the
City has budgeted for the purchase of an inventory software package for fiscal year 1989/1990.
Also, we understand that the City has looked into purchasing the Oracom inventory software
package and has given Oracom Instructions to tailor an inventory system for the City. We
commend you in your efforts to increase the efficiencyand accuracy of the inventory system and
wWe encourage your continued efforts. We would also like to recommend that the system
purchased include a order point “flagging”system to ensure adequate stock levels.
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Security Over inventory

Greater control could be exercised over the material and supply of inventories on hand and the
amount of book to physical inventory adjustments at year end could be reduced if: (1) material
requisition formswere required to be used for all issuances fran the stockyard and (2) the
stockyard was locked at all times and access was limited to selected responsible personnel.

Review of Internal Accounting Controls over Purchases

During our compliance testing of the disbursement cycle we noted that in 8 instances (out 0f30
sample items) vendor packets did not contain purchase orders. We also noted that purchase orders
were sometimes prepared after the purchase was made. To enhance internal accounting controls
over purchase activities, we recommend that all purchases be required to have a proper!: approved
purchase order prior to the purchase transaction and that a copy of the purchase crder be
maintained in the individual vendor packet. TO help implement this policy we recommend the
ACCOUNts O‘oayable department not acceﬁ)t a request for payment unless the vendor packet includes an

approved purchase order. This will minimize occurrences of unauthorized or unapproved
purchases.

Documentation of Control Over Purchases

When invoices are received the unit price on the invoice is compared to the unit price per the
purchase order and any discrepancies are investigated. If the vendor is incorrect, the invoice is
changed accordingly. This is an effective control procedure, however, it is not documented by the
person making this comparison. TO establish accountability for the review process, invoices
should be initialed to signify agreement with the approved unit price per the purchase order. This

will provide the check signer assurance that payment is made at the unit price agreed to at the time
the order was placed.

ELECTRONIC DATA PROCESSING
Updating the Electronic Data Processing System (EDP)

We noted the City's existing EDP system is approximately fourteen years old and has become very
inefficient. We also noted that the sub-ledger system and the general ledger system do not
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interface. While the initial rationale behind not_having two systems interface may have been
appropriate to improve internal accounting controls, the number of manualjournal entries needed
as adirectresult of the two systems not interfacing has grown S0 numerous that it may no longer
be cost beneficial to maintain this agoectof the control.

Given the essentially manual rature of present accounting operations, we believe that opportunities
continue to exist 0 (a) reduce clerical effort and increase clerical accuracy, and (b) increase the
usefulness and timeliness of management reporting by mechanizing certain accounting operations.

We understand the City is exploring the possibility of replacing its current EDP system and finding
ways of reducing the current number of manual journal entries currently need b maintain adequate
records. \We encourage the City to continue their efforts to improve efficiency in this area.

Documentation of Electronic Data Processing System (EDP)

Currently, only partial documentation of the EDP system exists. We wish to emphasize the
importance df continually updating system documentation as programs and systems are added or
modified. Up-to-date documentation will enable the City to make improvements in the system and
to correct softwareproblems as encountered Wit a minimum of cost and effort.

Access to EDP Data Files

Computer files are accessible to many emEIO\F/)ees. Significant reliance is placed on a password
system to prevent unauthorized access to EDP programs and data. Due to the large number of
employees with access to these files, we suggest that access control logs be utilized and routinely
reviewed for propriety by an individual not having other EDP responsibilities. In addition, we
suggest that current employee accesses be evaluated and a supervisor’s key should be required to
access critical information. These controls would help limit unauthorized access to the EDP

system, prevent unauthorized changes to critical files, and help ensure the accurate processing of
financial information.

OTHER MATTERS

Use of Attorneys

The City currently uses a large number of attorneys (approximately eleven) for various functions.
We suggest the City evaluate the responsibilities of these attorneys. Where deemed appropriate, a
reduciion in the number of attorneys used by the City could reduce expendituresfor attorney fees
and should enhance the City’s ability to monitor the status of legal actions involving the City.
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Investments

We were asked by the City to performcompliance test-work on the Cigl’s investment Fo!icy This
policy includesalist of investment instruments which are allowable under current legislation of the
State of California (Government Code Section 53600 et s#).  We noted investmentsin stock is
not a part of this list. During our test-work we noted the City library’s investment portfolio
contained common stock valued at $115,168 at a cost of $57,085 as of June 30,1989. The City
library obtained this stock through bequests, stock dividends, and dividend reinvestment

- The dividend reinvestment program is, in effect, the acquisition of stock. ToO ensure
compliance with the City’s investment policy, and State of California current legislation, we
suggest that management assess the need to sell this stock.

Operations Letter

Additional suggestions of an operational nature were presented to management under a separate
letter also dated October 26,1989.

585 58888

This report is intended solely for the information and use of the City Council, management, and
others within the organization.

Very truly yours,

KP MG “Paok MMonmuald



MEMORANDUM

TO: Thamas A. Peterson, City Manager
FROM: Robert H. Bolm, Finance Director
DATE: February 14, 1990

SUBJECT: Camments ON Auditors® Maragement Letter
(SingleAudit Suggestions)

It should be noted that in the auditors' "Single Audit Report,"” the
auditors have stated that while they are not expressing an opinion on the
system of internal accounting control of the City taken as a whole, their
study, evaluation and audit disclosed no condition that they believe to be
a material weakness.

The coments in the SINGLE AUDIT SUGGESTIONS, which in effect are the
Management Letter, are Intended to improve the internal control system, and
the Finance Department Mid-Management staffand I wish to add our responses
to the auditors' suggestions.

Monitoring of Single Audit Grants

Peat Marwick has stated that administration cf grant programs needs to be
evaluated and responsibility assigned to one individual to see that
compliance with regulations is followed and monies are received, sc that
future grants could not be iost because of noncampliance.

In the past, the City has received grants in more than one area, i.e., Park
Boné Grant where the Parks and Recreation Director works with the Public
Works Director regarding eapplication for- funds, design of projects,
expenditure of funds, estc. 2Also, grante have been received in the Police
Department fcr criminal apprehension anéd ¢rug suppression, and the
expertise of the Poclice Department IS needed to monitor the grant. Trying
to assign one person the responsibility of monitoring all grants who would
have the expertise needed in all areas of grants would be difficult. Also,
state and federal grants seen! to be disappearing from the horizon. As of
this writing, the City has never been informed It has not complied with
grants nor have we beer, threatenec with the loss oF a grant for
noncampliance.
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FIXED ASSETS

-Establish Fixed Assets Records and Control
- .The implementation of a fixed asset system has alwavs been a goal of tl*e ;
- Finance Department. . ‘However, it is a cost item. As far back as 1976-77,

‘we submitted budget requests to have an. appra15a1 of our flxea assets in- o

order to eliminate the item on each year's audit. Back in those earlier
vears, the costs were around $25,000,00 for this service, and today we are
-looking at samething in the area of $50, 0¢3.00~$60,000.00 for this type of
appraisal. = While in the earlier years, we thought this type of a
disclaimer on our audit regarding fixed assets would give us a lower bond
,ratmg, we found out dlfferently when we sold the $4.5 million of Sewer

Plant Expansmn Certificates. The disciaimer regarding the fixed assets
did not have a measurable affect. What really counts with the rating

agencies iIs the ability to pay or the revenue stream to guarantee bO__n debt
payments.

To install and maintain as sophisticated a system as recommended by the
auditors would require an eMyy level Accountant 1| in the area of
$20,000.00 annually.

We presently have $6,300.00 budgeted In this budget to purchase a property
management  system. Since we already have a mual system for small
equipment items such as V.C.R.'s, T.V.'s, personal camputers, data entry
tenainals, etc., all of the manually maintained items would be transferred
1Mo this computer system.  This, we nope, should satisfy the auditors'
concerns for recording the most wulnerable assets (equipment) for a minimal
expenditure. Also, we feel this strikes a balance between the auditors'
recommendation and th2 limited financial resources available,

CERTIFICATES CF PARTICIPATION
Covenants
Peat Marwick states that no one individual has been named as being
responsible for monitoiing compliance with debt covenants.

The four most significant requirements in the bond covenant are:

1. Rate Covenant--The net sewer operating revenues must he 1.10 times
the aggregate annual debt pavment.

2. Excess Costs—The City agrees tc pay the excess construction COsts
over the amount of bond proceeds.

M/MGMLTR/T>TF . 065
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3. Installment Payments—The City agrees to meke all debt payments on
schedule,

4. Insurance--The City agrees to provide p.L. ad PD. and fire
INsurance with extended coverage.

While the City has not name¢ a specific individual to monitor campliance
with the debt covenants, it has been a team effort ever since the
certificates were sold. For example, both the Assistant City Manager and I
check to see the net sewer operating revenue estimates are 1.10 times the
annual debt at budget time. As far as excess costs are concerned, the net
proceeds from the certificates for construction purposes were $7,826,965.00,

and the contract hes been awarded at $9,681,218.00 which Ileaves
$1,854,253.00 to be picked up as excess costs by the City. In addition to
that, the purchase of land fram cCitv Tfunds, other than Certificate
proceeds, has been $1,140,360.00. S0, we have met the excess cost
requirement. The installment payments are calendared in our office, and
the trustee (Bank of America) sends a statement WO weeks prior to the
installments being due. The insurance certificates are mailed to the
trustee anmeally by the Assistant City Manag: -. The most significant bond
covenants are covered by the City as a team effort, as 1 stated earlier,
and I don't believe naming a compliance officer or person IS necessary.

Calculation of Arbitrage

Peat Marwick has stated that the proceeds fram certificates have been
invested in securities other than state or local government securities
(s1.6S) which could result in payment of an arbitrage tax. Peat Marwick
also states we have not implemented the software to calculate the arbit-age
tax, and we should investigate investing in state and local government
securities.

The procceds of the sale of certificates were, or, the advice of trustee and
financial consultant, invested IN & U. S. Treasury Securities Money Market
Fund. The limitations on the software were due to the fact that the U. S.
Congress passed the Omnibus Budget Reconciliation Act of 1989 and the laws
concerning calculation and rebate of arbitrage were not published in time.
As reported in the December 11, 1989 Nations Cities Weekly, the National
League of Cities newspaper:

The arbitrage law leaves traditional tax exempt bonds issued between
September 1, 1386 and the date cof enactment in a twilight zone. These
bonds are subject to the 1986 arbitrace anc rebate provisions, although
the Treasury has not completed or finalized its own regulations.

M/MGMLTR/TXTF . 065
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Peat Marwick's sStatement regarding implementation OF software was
misstated, Calaulations were made using the software, however, the laws
were not clear regarding the impact of the Citys new sewer debt. The
software update will be campleted by Madh, 1990, and we will recalculate
the arbitrage. The three main problems with Investing In SIGS are, one

extreme difficulty In timing the maturities for construction pavments: two

difficulty to locate a secondary market; and, three, the rate of retum on
SIGS 1S less than the arbitrage limit on our certificates which is 7,812
per cent. This results In less investment incame for construction use,

Lodi Public Improvement Corporation (LPIC)

Peal Marwick Stales the LpIC 1S required to have an annual audit at the end,
of each fiscal year by an Independent public accountant and a written

report submitted. While the articles of incorporation did state an audit

is required, 1 feel the Board of Directors should meet and determine the_
annual audit not necessary for the following reasons:

1, The Lodi Public Inprovement Corporation was formed for the sole purpese
of 1issuing the Certificates Participation for the expansion of the
saner plant and for any other future sales of certificates.

2. The proceeds (assets) and the installment payments (liabilities) were
transferred to the City of Lodi on the same day as the sale took place,
i.e., August 25, 1988. 2s of the next day, and, also at the end of the
fiscal year, there were no funds to report held in the LPIC, i.e., no
finances to report.

If the Board of Directors of the 1rIiC wishes to have an audit, 1 would

recommend it be included in the general audit of the City"s records. The

Board would have 10 meet and declare this intention.

INVENTORY

(see memorandum fram Joel Harris, Purchasing Officer)

ELECTRONIC DATA PROCESSING

(see memorandum from Roy Todd, Data Processing Manacer)

M/MAILTR/TXTF . 06S
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OTHER MATTERS

Use of Attorneys .

Investments

Peat Marwick's camment on this item IS the same as last year’s auditors’.
In my contact with the City Librarian last year, he indicated that unless
the City Council direct the Library Board of Trustees to sell the stock,
they were going to continue to hold on to the stock and receive stock
dividends as a reinvestment, As City Treasurer, | am not allowed, under
govermment code, to invest in corporate stock. Since 1 have not purchased

the ic,{octk éhet%elf?/focrc?ungq not |st ’thetstock a§e A m}/ égveitm nt

reinvestment of dividends iInto addltlonal stock that the auditors are
expressing a comment. The City Council may want to direct the Library
Board Of Trustees to sell the stock and not have the auditors’ comment
reappear next year.

Finance Dlrector/ Treasurer

RHH:ss

M/MGMLTR/TXTF . 06S



MENMORANDUM

To: Robert Holm, Finance Director

From: Joel Harris, Purchasing Officer

Date: February 9, 1990

Subj:  KPMG Peat Marwick :view of Inventory Audit

These are ny views and comments regarding the auditors’ October 26,
1989 review of the 1988/89 year-end audit, as it pertains to purchasing
activites.

As in their earlier proposal, the report contains several inaccuracies.
Generally, however, it recommends that the purchasing and inventory
roclsedéljres be done by the book, and that recommendation can't be
aulted.

The first point made, that there were no written instructions for Randy
and Tom to follow, is correct. About three weeks rprior to inventory
the three of us met to establish a schedule and plan for the count.
Slow-moving,  multiple-location, sad  non-inventory  items  were
identified, and a plan for counting by area was established.

The plan for taking inventory was to count sections of the warehouse,
to begin at one end of each section and count all items therein in
order of location. Several of the sections did contain slow-moving
items, but few required a time-consuming counting process.  However,
future counts will incorporate a plan to count, seal, and tag
containers of more slow—moving parts in advance of the inventory so the
overall count can be expedited.

Points three and four of the review, dealing with obsolete items and
part numbers no longer in existence, is inaccurate except for the
transformers. At the time of the inventory, we had no accurate list of
transformers in stock, on hold, or otherwise heid for disposition.

Point five 1is correct in that items are stored in more than one
location. We have a location from which stock is issued, and in many
cases one or more additional locations where full case or full pallet
quantities are stored.

I'm not aware of the parts to which they refer in point six. | do know
that during the fiscal year, several items with zero inventory on June
30, 1988, and no plar for future use, were removed from the list.
However, i¥ an item was counted in 1988 and remsined in inventory
during the year, it appeared or the 1989 list and was counted.



The next point is accurate in that areas were not marked as completed.
While the team counts the areas systematically to avoid double-counting,
it ISd conceivable that lack of markings could result in an area being
missed.

The suggestions offered on Page 6 of the letter are generally good, and
although there are inaccuracies in the preceding section the overall
emphasis is positive. It would be in our interest to incorporate as
many as possible of the suggestions offered.

The suggestion made in the paragraph' titled “Inventory System"
regarding an order point flagging system has been noted.

Referring to the paragraph titled "“Security Owver Inventory”, our
department uses Materials Issued Forms or Stores Inventory Requisitions
for all items over which we have control.  However, the issue of
locking the stockyard is something we not be able to accomplish,
since the yard must be accessible to Public Works' as well as Electric
Utility employees for reasons other than access to stock. While to
wire storage area and the warehouse have limited access, the outside
areas have no such security, unfortunately.

In the section titled "Internal Accounting Procedures", the paragraph
dealing with preparation of approved purchase orders has excellent
recommendations. (A couple of departments still prepare the purchase
orders from the invoices; one supervisor explained he doesn't have time
to get prices when he places his orders (!), and that it's easier for
the secretary o get the information from the invoices).

This issue is covered clearly in LMC Section 3.20.080, which states
"Purchases.. .shall be made only by purchase orders", and not that
purchase orders shall be prepared to legitimize the purchase afte-
delivery is made. Enforcement of the code is a key factor ia
implementing this suggestion from the auditors.

The suggestion under "Documentation" has also been noted, and will be
followed in all cases where we review the invoices.

Again, most of the suggestions are positive and nave been taken in the
spirit of improving our system. A1l efforts will be made to implement
as many of the recommendations as possible this year, with the overall
oal being to work to better safeguard the public materials and funds
or which we're responsible.
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MEMORANDIUM

To: Bob Holm, Finance Director
- From: Roy Todd, Data Processing Manager
Date: February 9, 1990

Subject: Auditors Comments, Data Processing = October 26, 1989

As requested -~ response to Auditors Comments regarding City of Lodi Data
Processing:

A.

Updating the Electronic Data Processing System (EDP)

The General Accounting System is a very old and manual System. The
General and Sub-ledgers do not interface, and manual entries are an
inherent part of the design = apparently for the purpose of
providing internal controls.

The Auditors are correct in their conclusions that:
1. We can automate this process and still provide for any level of
control desired.

2. We can reduce clerical effort and Improve accuracy with System
enhancements.

However, this is not easily done. This is an application that has
very far reaching and complex considerations. Changes to the

Accounting process effects every other Application in the Computer,
and has direct effects on all Departments in the City.

While we are intent upon improving this System, we do not have a

specific plan. We are attempting to_improve all of the Application
Systems as we are able - as priorities dictate. GA does nhot

currently have the top priority.
Documentation of Electronic Data Processing System (EDP)
The Auditors are correct in saving OUr Documentation Is partial.

They have correctly stated our Documentation needs to be continually
updated - and that up-to-date Documentatior will Improve our ability
to improve and maintailn existing Software.

what they have not saild is: i

1. without complete Docume:ntation, we are at risk -- having a
dependance UPON individuals who possess the undocumented
knowledge.

2. Without proper Documentation, we zre dependant upon -
a. Knowledgeable Computer uUsers to assist and train new people.
5. Compute: Users making the correct use of the facilities

without the benefit of written Instructions.

C. Informed individuals to ¢ rrectly and completely communicate
Computer Functions to Manzaement ané others.
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Complete Documentation is very costly to create and maintain., It is

extremely valuable In a crisis or when a change _is made (i.e. System
is changed, new Employee, etc.) -—= however, it is unnecessary as long.
as nothing goes wrong and no changes are mage. iy

we will continue to work at improving our Documentation == but until
we really acquire the upper hand in Applications and System
Maintenance, it will probably continue to be low priority.

Access to EDP Data Filer

Reference is made to '""Access Control Logs" and a '"'Supervisor®s Key'
to be used iIn controlling or recording the access to Data Files.

I an not familiar with either of these -- but | can imagine what

they are referring to. A "log"” of activity will not control access
== but i1t might help in identifying inappropriate access after the
fact (if the activity is recorded by "honest" people). A
"Supervisor®s Key'" might be an extension of the password approach to
security, or 1t may be a real, physical key (aswould unlock a door).

Our Security is dependant upon a password. The Computer allows a
limited number of attempts to obtain access and then disallows
access until a Security person reinstates the Computer terminal.
Once a person has obtailned access to the Computer, internal Security
allows access to select Files on the basis of User (i.e. General
Accounting can access GA Files, Payroll can access PR Files, etc.).
This 1s known zs "Resource Security" - still, however, depends on a
password.

Additional security is obtained through controlled access to the
Computer, by lock and key, and by continual monitoring of the System
and It"s contents by myself and Data Processing Personnel.

We do not have a Security problem that 1 am aware of - as far as the
protection of Data is concerned. If.Data were tampered with, the
clerical and accounting staff would quickly report it.

Security measures could be taken to further protect us from the most
1ikely area cf risk -- the Data Processing staff. Once again, though,
this would be very costlg- I believe our internal controls protect us
from this, but a clever Programmer intent upon doing a dastardly

deed could accomplish this with time and effort. If we have a real
concern, there are steps we can take toward minimizing this risk -
but with each step comes an inconvenience and the accompanying
overhead. I1f we recall keys to the building, we will have to provide
cther access; If we want specific Computer controlled access, we will
have tc acquire the software, end manage the task (I am nct aware of
existing Software for the s/36).

Or? larger Computer systems with increased levels of Security
concerns, So are can be purchased - this is atypical of a Data
Processing environment our sSize. We are growing to the point where
Security concerns may increase, however, and we may want to take
more precaution - perhaps within 5 years (or less with the

Police Department),
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FINSRANDGUN,

To: tionorable Mayor and Council Members

From: City Attorney

Date: February 9, 1950

Subj: PEAT MARWICK AUDIT LETTER IN RE "USE OF ATTORNEYS"

| an in receipt of a letter dated October 26, 1989 from the accounting
firm of Peat Marwick, which | had not seen before this week. | was
aware that the City had retained Peat Marwick for the financial audit,
but was surprised at the contents of the letter.

Specifically, a portion of the letter (page &) addresses the City's
retention of outside law firms to represent our interests in various
courts or agencies. 1 think three observations are appropriate:

1) | wes unaware that Peat Marwick had been retained to do an
effmencg study and provide us with this type of recommendation. |t
was my Dbelief that they had simply been retained for a general
purpose financiel audit.

2) The auditors stated tnat the City currently USeS "approximately 11
attorneys" for various functions. This is based on the auditing
Tirm's apparent lack of familiarity with the facts. They apparentl
included in their total of "11 attorneys" myself, 2 firms whic
actually represent NCPA and not tLodi Individually, bond counsel
(which "State law recuires to be from outside the City Attorney's
office) and firms UNder retainer to insurance comgznies covering the
City, as well as specialized firms handling individual matters for

the City.

3) Assuming they were correct on everything else, 1 am 'c: sure what
these observations would add to our &bility to monitor the status of
legel actions involving the City.

I feel these gretuitous remarks add nctning to the audit. However, i7 the

Council feels it ic necessary, ! would be happy ic responc further.

Fespectully submitted,

j (/{/ A / / o

/7_.,\} it

PN

f’;cb Mchott

City L:iorney
BM:ve
cc: City Manager

finance Director
Peat Marwichk

A SOt 1 RIS R R R ,



G Peat Marwick

Certified Public Accountants

2495 Natomas Park Drive
Sacramento, CA 95833 2936
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The Honorable Members of City Council
City of Lodi, California:

We have applied certain agreed-upon procedures enumerated below with respect to the
Statementof Investment Policy adopted by Council Resolution 88-128. Our review was made
solely to assist you in evaluating compliance with that policy. It is understood that this report
is solely for your information and is not to be referred to or dismbuted for any purpose to
anyone who is not a member ofthe City Council or management of the City of Lodi, California
Our procedures and findings are summarized as follows:

I. We confirmed the City’s investments as of June 30, 1989. We noted no
unreconcilable differences between the confirmed investment balances at June 30,1989
and the general ledger investment balances at June 30,1989.

2. We reviewed management’s compliance with the Statementof Investment Policy. The
City was not in compliance with the Statement of Investment Policy as to allowable
investment instruments as the City Library’s investment portfolio contained common
stock valued at $115,168 with a cost basis of $57,085 at June 30, 1989. The Library
obtained this stock through bequests, stock dividends, and dividend reinvestment
programs. The dividend reinvestment program is, in effect, the acquisition of stock.
The investment policy does not identify stock as an allowable investment.

Because the above procedures do not constitute an audit conducted in accordance with
generally accepted auditing standards, we do not express an opinion on any of the items
referred ©above. In connection with the procedures referred to above, no inatters came to our
attention that caused us to believe that City management did not comply with the Statement of
Investment Policy adopted by Council Resolution 88-128, except as noted above. Had we
performed additional procedures or had we conducted an audit of the Statementof Investment
Policy in accordance with Wil generally accepted auditing standards, matters might have come
to aur attention that would have been reported to you. This reports relates only to the items
spel;cified ab%vci and does not extend to any financial statementsof the City of Lodi, California,
taken as a whole.

KPMG “Paok—Nroure e

October 26,1989
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MG PeatMarwick

Certified Public Accountants

2495 Natomas Park Drive
Sacramento, CA 95833 2936

INDEPENDENT AUDITORS' REPORT ON
INTERNAL ACCOUNTING CONTROLS AT THE
GENERAL PURPOSE FINANCIAL STATEMENT LEVEL

The Hoorablle Members of City Council
City of Laodi, California:

We have audited the general purpose financial statementsof the City of Lodi, Californiafor the
year ended June 30,1989, and have issued our report thereon dated October 26,1989, which
was qualified because adequate historical cost records of general and proprietary fund fixed
assets and proprietary fund contributed capital were not available for examination and as such,
we were unable to satisfy ourselves wWith respect to these accounts. These general purpose
financial statements are the responsibility of the City's management. Our responsibility is to
express an opinion O these general purpose financial statements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards and
Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the general purpose financial statementsare free of material misstatementsand
whether management has complied with laws and regulations and has established and
maintained a system of internal controls, An audit in accordance with those standards includes
examining, on a test basis, evidence supporting the amounts and disclosures in the general
purpose financial statementsand compliance with laws and regulations. An audit also includes
assessing the accounting princiPIes used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinions.

Under the date of October 26, 1989, we reported separately on the results of our study and
evaluation of internal accounting and administrative controls used in administering federal
financial assistance programs. The results of our study and evaluation of internal controls other
than those used in administering federal financial assistance programs are presented herein.
For the purpose of this report, we have classified the significantinternal accounting controls in
the following category: expenditures and encumbrances. Our study and evaluation included all
the control categories listed above. The purpose of our study and evaluation was to determine
the nature, timing, and extent of auditing procedures necessary for expressing an opinion on
the general purpose financial statements of the City of Lodi, California. Our study and
evaluation was more limited than would be necessary to expressan opinion on the system of
ir;)ternal accounting control taken as a whole or on any of the categories of control identified
above.




- disposition, and that transactions are executed in accordance with mana

AT A NI Sy SR

(PG Peat Marwick

: The managcment of the Cxty of Lodi, California is rasponsxble for cs.abhshmg nd me 'ntammg :
a system of internal accounting accounting control. - In fulfilling this responsibility, estimates

R el S st e oo e e e L

and judgments by management are required to assess the expected benefits and related costsof .
“control procedures. The objectives of a system are to provide management with rcasonablc,}* 0
but not absolute, assurance that assets are safeguarded against loss from unauthorized useor =~

‘and recorded properly to permit the preparation of financial statemen
generally acccpted accounting principles. Because of inherent limitati
internal accounting control, errors or irregularities may nevertheless occur an :
Also, projection of any evaluation of the system to future. periods is. subject to'the risk that
procedures may become inadequate because of changes in condmons or. he grec of
comphanoc with thc procedmcs may detcno*ate S : i '

Our study and evaluanon made for the hmxted purpose descnbed in the first three paragraphs '
would not necessarily disclose all material weaknesses in the system. Accordingly, we do not
express an opinion on the system of internal accounting control of the City of Lodi, Califomnia,

‘uthOnzanon;f et

“taken as a whole or on any of the categories of controls. identified in the thxrd paragraph R

" However, our study and evaluation and our audit disclosed no condition that we believetobea
material weakness. In our letter to management dated October 26, 1989, we have separately
communicated our observations and recommendations regarding ‘certain othcr matters,
including those pertaining t nonmateialinternal control findings.

This report is intended for the information of the City Council, management and the U.S.
Degartment of Housing and Urten Development. This restriction is not intended 10 limit the

distribution Of this report, which, upon acceptance by the City of Lodi, California, is a matter
of public record.

KP™MG MM

October 26,1989
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5 Peat Marwick

Certified Public Accountants

2495 Natomas Park Drive
Sacramento. CA 95833 2936

INDEPENDENT AUDITORS' REPORT ON COMPLIANCE
AT THE GENERAL PURPOSE FINANCIAL STATEMENT LEVEL

The Honorable Mantoers of City Council
City of Laodi, Califomnia:

We have audited the general purpose tinancial statementsof the City of Lodi, Californiaas of
and for the year ended June 30,1989, and have issued our report thereon dated October 26,
1989, which was qualified because adequate historical cost records of general and proprietary
fund fixed assets and proprietary fund contributed capital were not available for examination
and as such, we were unable to satisfy ourselves Wil respect to these accounts. -~ -

We conducted our audit in accordance with generally accepted auditing standards and
Governmental Auditing Standards, issued by the Comptroller General of the United States.
Those standardsrequire that we plan and perform the audit to obtain reasonable assurance
about whether the general purpose financial statementsare free of material misstatement.

Compliancewth laws, requlations, contracts, and grants applicable 1 the City Lodi, California
iIs the responsibility of the City of Lodi, California's management. As part of abtainin

reasonable assurance about whether the general purpose financial statementsaxe free of materia
misstatement, we performed tests of the City of Lodi, California's compliance with certain
provisions of laws, regulations, contracts, and grants. However, our objective was not to

provide an opinion on overall compliance with such provisions. Accordingly, we do not
express such an opinion.

The results of our tests indicate that, with respect to the items tested, the City of Lodi,
California complied, in all material respects, with the provisions referred 1 in the preceding
aragraph. With respect 1 items not tested, nothing came to our attention that caused us to

elieve tet The City of Lodi, California had not complied, in ali material respects, with those
provisions.

This report is intended for the information of the City Council, management and the U.S.
Department of Housing and Urban Development. This resmction is not intended to limit the

distribution of this report, which, upon acceptance by the City of Lodi, California, is a matter
of public record.

WP MG “Crorc Mo S

October 26,1989




Peat Marwick

Certified Public Accountants

2495 Natomas Park Drive
Sacramento, CA 95833 2936

INDEPENDENT AUDITORS' REPORT
ON SUPPLEMENTARY INFORMATION
SCHEDULE OF FEDERAL FINANCIAL ASSISTANCE

The Honorable Membersof City Council
City of Lodi, California:

We have audited the general purpose financial statementsof the City of Lodi, Califormia for the
year ended June 30,1989, and have issued our report thereon dated October 26,1989, which
was qualified because adequate historical cost records of general and proprietary fund fixed
assets and proprietary fund contributed capital were not available for examination and as such,
we were unable to satisfy ourselves with resEect to these accounts. These general pur.ose
financial statements are the responsibility of the City's management. Our responsibility Is to
expressan opinion on these general purpose financial statements based on our adit.

We conducted our audit in accordance with generally accepted auditing standards and
Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perforn: the audit to obtain reasonable assurance about
whether the general puipose financial statements are free of material misstatements and whether
management has complied with laws and regulations. An audit in accordance with those
standards includesexamining, on a test basis, evidence supporting the amounts and disclosures
in the general purpose financial statementsand compliance Wilh laws and regulations. An audit
also includes assessing the accounting principles used and significant estimates made by
management, aS Well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinions.

Qur audit was made for the purpose of forming an opinion on the general purpose financial
statemments Of the City of Lodi, California, taken as a whole. The supplementary information
included in the accompanying schedule of federal financialassistance IS presented for purposes
of additional analysis and is not a required part of the %eneral purpose financial statements.
Such supplementary information has been subjected to the auditing procedures applied In the
audit of the general purpose financial statementsand, in our opinion, is fairly presented in ail
meterial respects in relation to the general purpose financial statementstaken as a whoie.

KM "k Mommnd-

October 26, 1989




CITY OF LODI, CALIFORNIA
Schedule of Federal Financial Assistance

For the Year Ended Juné‘ 30, 1989

Federal CFDA
“or Grantor’s
‘Pass-Through

__nmm:anm_m:mmlm__mmnmnmnm

mmmmtﬂmmmdmmﬂmm
Community Devclopmcnt Block Grants:

1988-1989 Program Year - T 14219
1987-1988 Program Year 14.219
1985-1987 Program Years 14.219

U.S. Treasury Depantment:
Federal Revenue Sharing 21.300

State Office of Criminal Justice Pianning):

Federal Urban Aid 20.205

G et Criminal Tusrice Planning)

Career Criminal Apprehension Program CR85027235.0
Drug Suppression Program CA86017235.0
Total Federal Financial Assistance

See accompanying notes to schedule of federal financial assistance.

6

~$ 39,056
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5,319

50,512
31245

$231.433




(1)

(2)

(3)

(4)

CITY OF LODI, CALIFORNIA
Notes to Schédnle of Federal Financial Assistance

June 30, 1989

General

The accompanying Schedule of Federal Financial Assistance presents the activity of all
federal financial assistance programs of the City of Lodi, California. The City of Lodi,
reporting entity is defined in note 1 to the City's general purpose financial staiements.
Federal financial assistance is received directly from federal agencies and through other
govemnment agencies.

Basis of Accounting - Grant Programs ‘

The Schedule of Federal Financial Assistance has been prepared on the modified accrual
basis of accounting which is described in note 1 to the City's general purpose financial
statements. :
Relationship to General Purpose Financial Statements

Federal financial assistance revenues are reported in the City's general purpose financial
statements as follows:

Intergovemmental Revenue

General Fund $ 25,739
Special Revenue Fund

186,890
Total $ 212,629

Total Federal assistance revenues do not agree with expenditures reported on the Schedule -

of Federal Financial Assistance due to the timing of the submission of claims for
reimbursement of expenditures.

Relationship to Federal Financial Reports

Amounts reported in the accompanying schedule agree with the amounts reported in the
related federal

financial reports.

SRR




:- Peat Marwick

Certified Public Accountants

2495 Natomas Park Drive
Sacramento, CA 95833 2936

INDEPENDENT AUDITORS' REPORTON
INTERNAL ACCOUNTING AND ADMINISTRATIVE CONTROLS
AT THE FEDERAL FINANCIAL ASSISTANCE PROGRAM LEVEL

MAJOR PROGRAMS MORE THAN 50 PERCENT

The Honorable Members of City Council
City of Lodi, California:

~ We have audited the general purpose ﬁnancial-st_atcmcnts of the City of Lodi, California, for

the year ended June 30, 1989, and have issued our report thereon dated October 26, 1989,
which was qualified because adequate historical cost records of general and proprietary fund
fixed assets and proprietary fund contributed capital were not available for examination and as
such, we were unable to satisfy ourselves with respect to these accounts . These general
purpose financial statements are the responsibility of the City's management. Our
resp:lr:;l;bility is to express an opinion on these general purpose financial statements based on
our audit. '

We conducted our audit in accordance with generally accepted auditing standards, and
Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatements and whether
management has complied with laws and reguiations and has established and maintained a
system of internal controls. An audit in accordance with those standards includes examining,
on a test basis, evidence supporting the amounts and disclosures in the general purpose
financial statements and compliance with laws and regulations. An audit also includes
assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinions.

Under the date of October 26, 1989, we reported separately on the results of our study and
evaluation of internal accounting controls performed in connection with our audit of the general
purpose financial statements. The results of our study and evaluation of internal accounting
and administrative controls used in administering federal financial assistance programs are
presented herein.

For the purpose of this report we have classified the significant internal accounting and
administrative controls used in administering the major federal financial assistance programs in
the following categories:

+ Accounting controls

- Expenditures and encumbrances
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General Reqmrements

Davis-Bacon Act;
Civil rights;
gaf.hman'xf:tgement;,_..dl_eall SR

elocation assistance an property acquisition; and
Federal financial reports. 4

~ Specific Requirements:

Types of services;

Matching, level of effort, and/or earmarking requirements;
Reporting; .

- Special requirements; -

- Cost Allocation; and

- Monitoring subrecipients.

Our study and evaluation included all the control categories listed above, except that we did not
evaluate the accounting controls over relocation assistance and real property acquisition,
eligibility, matching, level of effort, and/or earmarking requirements, cost allocation, or -
monitoring subrecipients because these requirements were not applicable to the major programs
at the City of Lodi, California for the year ended June 30, 1989.

The management of the City of Lodi, California, is responsible for establishing and
maintaining internal control systems used in administering federal financial assistance
programs. In fulfilling that responsibility, estimates and judgments by management are
required to assess the expected benefits and related costs of the control procedures. The
objectives of internal control systems used in administering federal financial assistance
programs are to provide management with reasonable, but not absolute, assurance that, with
respect to federal financial assistance programs, resource use is consistent with laws,
regulations, and policies; resources are safeguarded against waste, loss, and misuse; and
reliable data are obtained, maintained, and fairly disclosed in reports.

Because of inherent limitations in any system of internal accounting and administrative controls
used in administering federal financial assistance programs, errors or irregularities may
nevertheless occur and not be detected. Also, projection of any evaluation of the systems to
future periods is subject to the risk that procedures may become inadequate because of changes
in conditions or that the degree of compliance with the procedures may deteriorate.

During the year ended June 30, 1989, the City of Lodi, California, expended 59.6 percent of
its total federal financial assistance under major federal financial assistance programs. With
respect to internal control systems used in administering major federal financial assistance
programs, our study and evaluation included considering the types of errors and irregularities
that could occur, determining the intemnal control procedures that should prevent or detect such

9
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errors and irregularities, determining whether necessary procedures are prescribed and are
being.fqllowed sat_isfac;orf;ly,andcvalnaﬁng any weaknesses. R TR

‘With respect to the intemnal control systems used solely in administering nonmajor federal
financial assistance programs, our study and evaluation was limited to a preliminary review of
the systems to obtain an understanding of the control environment and the flow of transactions-

through the accounting system. - Accordingly, our audit would not necessarily disclose material - b ,
weaknesses in the internal control systems used solely in administering nonmajor federal =

Our study and evaluation described in the two preceding paragraphs was more limited than .
would be necessary to express an opinion G the internal control systems used in administering
the major and nonmajor federal financial assistance programs of the City of Lodi, California.
Accordingly, we do not express an opinion on the internal control systems used in

California. However, our study and evaluation and our audit disclosed no condition that we .-~ -

believe to be a material weakness in relation to a federal financial assistance program of the City
of Lodi, California. In our letter to management dated October 26, 1989, we have separately
communicated our observations and recommendations regarding certain other matters,

including those pertaining to nonmaterial internal control findings.

This report is intended solely for the use of the City Council, management, and the U.S.
Department of Housing and Urban Development and should not be used for any other purpose.

. ‘This restriction is not intended to limit the distribution of this report, which, upon acceptance -~ =

by the City of Lodi, California, is a matter of public record.

October 26.' 1989

10



H Peat Marwick

Certified Public Accountants

2495 Natomas Park Drive
Sacramento, CA 95833 2936

INDEPENDENT AUDITORS' REPORT
ON COMPLIANCE WITH SPECIFIC REQUIREMENTS APPLICABLE
TO MAJOR FEDERAL FINANCIAL ASSISTANCE PROGRAMS

The Honorable Members of City Council
City of Lodi, California:

. We have audited the City of Lodi, California’s compliance with the requirements governing -
types of services allowed or unallowed; ecligibility; matching level of effort, or carmarking;
reporting; claims for advances and reimbursements; and amounts claimed or used for matching
that are applicable to its major federal financial assistance program, which is identified in the
accompanying schedule of federal financial assistance, for the year ended June 30, 1989. The
management of the City of Lodi, California is responsible for the City of Lodi, California’s
compliance with those requirements. Qur responsibility is to express an opinion on compliance
with those requirements based on our audit.

" We conducted our audit in accordance with generally accepted auditing standards, =

Governmensal Auditing Standards issued by the Comptroller General of the United States, and ]
OMB Circular A-128, Audits of State and Local Governments. Those standards and OMB
Circular A-128 require that we plan and perform the audit to obtain reasonable assurance about
whether material noncompliance with the requirements referred to above occurred. An audit
includes examining, on a test basis, evidence about the City of Lodi, California’s compliance
with those requirements. We believe that our audit provides a reasonable basis for our opinion.

The results of our audit procedures disclosed immaterial instances of noncompliance with the
requirements referred to above, which are described in the accompanying schedule of findings
and questioned costs. We considered these instances of noncompliance in forming our
opinion on compliance, which is expressed in the following paragraph.

In our opinion, the City of Lodi, California, complied, in all material respects, with the
requirements governing types of services allowed or unallowed; eligibility; matching level of
effort, or carmarking; reporting; claims for advances and reimbursements; and amounts claimed

or used for matching that are applicable to its major federal financial assistance program for the
year ended June 30, 1989.

K P MG Bk neneratc

October 26, 1989
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Peat Marwick

Certified Public Accountants

2435 Natomas Park Drive
Sacramento, CA 95833 2936

INDEPENDENT AUDITORS' REPORT ON
COMPLIANCE WITH GENERAL REQUIREMENTS

The Honorable Members of City Council
City of Lodi, California:

We have applied procedures to test the City of Lodi, California’s compliahcc with the following
requirements applicable to its major federal financial assistance program, which is identified in

 the schedule of federal financial assistance; for the year ended June 30, 1989: political activity; =

Davis-Bacon Act; civil rights; cash management; and federal financial repomts.

Our procedures were limited to the applicable procedures described in the Office of
Management and Budget's Compliance Supplement for Single Audits of State and Local
Governments. Our procedures were substantially less in scope than an audit, the objective of
which is the expression of an opinion on the City of Lodi, California's compliance with the
requirements listed in the preceding paragraph. Accordingly, we do not express such an
opinion.

With respect to the items tested, the results of those procedures disclosed no material instances
of noncompliance with the requirements listed in the first paragraph of this report. With respect
to items not tested, nothing came to our attention that caused us to believe that the City of Lodi,
California had not complied, in all material respects, with those requirements. However, the
results of our procedures disclosed immaterial instances of noncompliance with those
requirements, which are described in the accompanying schedule of findings and questioned -
costs.

This report is intended for the information of the City Council, management, and the U.S.
Department of Housing and Urban Development. This restriction in not intended to limit the
distribution of this report, which is a matter of public record.

KOMG ook rownde

October 26, 1989
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CITY OF LODI, CALIFORNIA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

U.S. VDepartme_nt ‘of Housing and Urban Development
Community Development Block Grants -

Finding: In our tests of compliance with general regulations established by the U.S.
Department of Housing and Urban Development (HUD) we noted the City has spent 28%
($39,000) of total expenditures on planning and administration. HUD requires that no more.
than 20% of total expenditures be related to planning and administration during the fiscal year -
ending June 30, 1989. We also noted that the City does not maintain a schedule of total
planning and administration expenditures; therefore, they are unable to determine if they are in
compliance with HUD regulations. ' ' :

-Recomniendation: ~The City should ensure that they are in compliance 'with HUD~

regulations by maintaining appropriate documentation and periodically monitoring their
compliance. -

City's response: The City of Lodi is allocated 20% of its total award for administrative
costs, and this amount is budgeted and shown in the monthly expenditure reports as a scparate
item. At no point has the City exceeded the allocated amount. The City’s documentation of
expenditures for both project costs and administrative costs have been reviewed by both the
U.S. Department of Housing and Urban Development and by the San Joaquin County

. Planning and Building Inspection--Neighborhood Preservation Division in addition to periodic -

review by City staff. We have never been advised of a problem with administrative costs.

13



CITY OF LODI, CALIFORNIA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

. U.S. Department of Justice |
(Pass-through State Office of Criminal Justice Planning)
’ * Career Criminal Apprehension Program

Finding: ' In our tests of compliance over the City's administrative controls over the Career
Criminal Apprehension Program we iioted that there was no individual responsible during the
year under audit for monitoring and maintaining compliance with the regulations imposed on
the use of funds received under this federal program. B

Recommendation: Th.ev City should appoint an individual to monitor compliance with

- regulations in order to ensure compliance and avoid the possible loss of future grant monies. - o

City's response: In the initial grant request in 1984 and su sequent approval by the Lodi
City Council and the State Office of Criminal Justice Planning, the City of Lodi’s Chief of
Police Floyd Williams-was named as Project Director and Lodi’s Police Captain Larry Hansen
was named as Project Manager. Ongoing monitoring of each phase was conducted by the staff
of OCJP. Their summary and conclusions and follow up actions did not indicate a problem
with the City’s compliance with the grant or needing a City appointed individual to monitor the
grant.

14
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CITY OF LODI, CALIFORNIA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

US. Department of Justice

(Pass-through State Office of Criminal Justicé Plimning)
Drug Suppression Program -

Finding: In our tests of compliance over the Clty's adnumsu'anveco'm'ols over the Drug
Suppression Program we noted that there was no individual responsible during the year under
audit for monitoring and maintaining compliance with the regulations imposed on the use of

funds received under this federal program.

" Recommendation: The City should appoint an individual to monitor compliance with

regulations in order to ensure compliance and avoid the possible loss of future zZrant monies.

City's response: As in the Carcer Criminal Apprehension Grant, this grant also has the
City of Lodi’s Police Chief Floyd Williams named as Project Director and, therefore, is the

person responsible for monitoring compliance with the conditions of the grant. -

15
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| CITY OF LODI, CALIFORNIA
SCHEDULE OF FINDINGS AND QUESTIONED cosrs

US. Treasury ﬁébé&riiéhi ..
Federal Revenue ‘Sharing

Finding: In our tcsts of comphance over the Cxty s adxmmstrauve contxols over the Federal
Revenue Sharing Program we noted that there was no individual responsible during theyear -
under audit for monitoring and maintaining comphance wuh the rcgulanons unposed on thc use .

of funds reccxved under thxs fedcral program.

Recommendatmn' thle the Federal Office of Revcnuc Sharmg docs not dxsburse funds at j R
- the present time the moni:oring of Revenue Sharing monies is still required until the fundsare - pe

A VL IR TR S A AW i v v e e

e o

~ exhausted. The City should appoiat an individual to monitor comphancc thh mgnlatxons in R

order to ensure comphance as requued by the program.

City's rsponse All of the Fedcral Revcnuc Shanng ftmds were appropnated for speuﬁc '
purposes, and the necessary public hearings were held at the time. Required use reports and -
published notices of expenditures were complied with. Both the City Manager and the Finance

Director monitor the expenditure of unexpended appropnated funds and, thcrcfore, are in
compliance. ,

16
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+ Peat Marwick
Cemﬁed Publu: Accountants

2495 Natomas Park Drive
Sacramento, CA 95833 2936

Independent Auditors' Report

The Honorable Members of City Council
City of Lodi, Californmia:

We have audited the general purpose financial statements of the City cf Lodi,
California, as of and for the year ended June 30, 1989, as listed in the

accompanying table of contents. These general purpose financial statements

are the respons1b111ty of the City's management. Our responsibility is to
express an opinion on these general purpose financial statements: based on our
audit.

Except as discussed in the following paragraph, we conducted our audit in
accordance with generally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable. _assurance
about whether the general purpose financial statements are free of matenal'
misstatement. An audit includes examining, on a test Dbasis, evidence
supporting the amounts and disclosures in the general purpose financial
statements. An audit ‘also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit provides
a reasonable basis for our opinion.

The City does not maintain complete historical cost cecords of its general and
proprietary fund fixed assets and proprietary fund contributed capital.
Accordingly, we were unable to satisfy ourselves with respect to fixed asset
balances of $6,837,685 and $24,086,679 in the general fixed asset account
group and the proprietary funds, respectively, depreciation expense of
$1,709,944 in the proprietary funds, and unrecorded contributed capital.

In our opinion, except for the effects of such adjustments, if any, as might
have been determined to be necessary had we been able to examine adequate
fixad assets records and proprietary contributed capital records as discussed
in the preceding paragraph, the general purpose financial statements referred
to above present fairly, in all material respects, the financial position of
the City of Lodi, California, at June 30, 1989, and the results of its
operations and the changes in financial positiom of its proprietary fund types
for the year then ended in conformity with generally accepted accounting
principles.

{Continued)




o Peat Marwick |

Our. audit was made for the purpose of fommg ‘an . opmz.on:* on the general

purposes - of addztmnal analys1s and ‘are no _
purpose - - financial = statements “of the : S
mformatmn has been subjected to the’ audltmg procedutes apphed in the audit
of the general purpose financial statements. and,  in our opiniony except for "
the effects of such adjustments, if any,. as- mght -have been detemmed ‘to ‘be
necessary had we been able to examine adequate fixed assets. records and-
proprietary contributed capital records as discussed in- th '—"second pteceding"lff"
paragraph, the supplementary information-referred to above, is’ fairly stated '
in all material respects in relation to the 'general- ‘p‘urpose - financial
statements taken as a whole. ‘ B T

October 26, 1989




Assets :
Cash and investments (note 3) $ 2,220,678 1,461,856 21,161
Restricted assets (note 3) - - 203,000
Receivables (net of_allowances for .
"' . uncollectables): , : B
Accounts - 348,479 3,940 L=
Property taxes (note 4) 562,745 - 8,472
Special assessments - -
InteresEf—~v——~—~——————*fv—m—————A——Aﬁ—-466419?
Due from other funds or governmental o
agencies (notes 5 and 7) - 39,519 328,433
Inventory 97,345 - -
Other assets : 27,380 - -

CITY OF LODI
Combxned Balance Sheet - All Fund Types and Account Groups

June 30, 1989-

Governmental thdvlypes‘

Spec1a1 'Deﬁt; 
General Revenue rSetvicé‘

Fixed assets
Amount to be provided for retirement
of general long-term debt

Total assets



Proprietary Fund Types Fund . Type = - Account Groups ..
IR ' _ “oete . General - Gemeral S
i Internal Trust and Fixed Long-Term -Total
Enterprise Service Agency Assets Debt " (Memorandum Only)
£16,875,887 1,794,297 7,740,793 - - 33,936,887 -
8,446,350 - - - - 8,649,350 -~
2,042,148 - 36,505 - - 2,921,547
47,779 - 53,781 - - 672,777
- - 315,000 - - 315,000
257,810 18,624 28,742 - - 388,725
1,033,333 - - - - 1,828,885
1,467,331 - - - - 1.56%,676
17,796 - - - - 45,176
24,086,679 - - 6,837,685 - 30,924,364
’ - - - - 4,475,801 4,475,801
54,275,113 1,812,921 8,174,821 6,837,685 4,475,801 85,723,188

(Continued)




Combined Balance Sheet - All Fund Types and Account Groups - Contxnued

June 30, 1989
Governmental thd Types
: : Speclal'
General Revenue
L;ab111t1es and Fund Equ1t1 }H-i
L1ab111t1es.»v L AR e  ,)

Accounts payable and othet 11ab111t1es $ 508,027. . 38,144

Accrued salaries and wages 182,048 10,098

Accrued interest : - -

Due to other funds (note 7) 9,412 68,500

Accrued compensated absences (note 6) ~ 903,410 T =0

 Deferred compensation payable (note 11) —- L - BRI

Deferred revenue 240 - 315,000 .

Self-insurance reserve - : - e

Capitalized lease obligations (note 6) - - -

Certificates of participation payable,
net of discount (note 6) - - -

Bonds payable, net of discount (note 3) - - -

Total liabilities 1,603,137 _ 116,742 315,057
Fund equity:

Investment in general fixed assets - - -

Retained earnings - - -

Fund balance: R
Reserved for encumbrances 60,357 35,007 - 199,023 &
Unreserved - designated - 1,369,395 246,494 3,915,234
Unreserved 1,659,330 - - -

Total fund equity 1,719,687 1,404,402 246,494 4,114,257
Contingent liabilities (note 11)
Total liabilities and fund equity $ 3,322,824 1,521,144 561,551 4,741,328

See accompanying notes to general purpose financial statements.

CITY OF LODI ,

by




Fiduciary

- Acédﬁntkctoups  S

* Proprietary Fund ‘iypes

Fund Type

...+ -+ .. General . Gemeral .. ... .
Internal Trust and Fixed  Long-Term - Total - =
Service ~Agency Assets Debt - (Memorandum Only)"
63,421 580,833 - - 2,297,501
- - - - 234,001
- - 315,000 - e
- - - 1,995,310 - 3,441,065
- 5,369,123 - ' - 54369,123
- - - - - 315,240
1,440,854 - - - 1,440,854
- - - - 110,728 110,728
8,917,483 - - - L 8,917,483
S e - - - 2,369,763 2,369,763
£11,733,627 1,504,275 6,264,956 - 4,475,801 26,640,666
- - - 6,837,685 - 6,837,685
42,541,486 308,646 - - - 42,850,132
2 - - - - - 294,387
& - - 1,909,865 - - 7,440,988
¥ - - - - - 1,659,330
%hZ,ShI,ASG 308,646 1,909,865 6,837,685 - 59,082,522

1,812,921

8,174,821 6,837,685

4,475,801

85,723,188



CITY OF LODI

Combined Statement of Revenues,
All Governmental Fund

Year Ended June 30, 1989

Revenues:
Taxes
Licenses and permits
Intergovernmental revenues
Charges for services
Fines, forfeits and penalties
Interest and rental income
Miscellanecus revenue

Total revenue

Expenditures:

Current:
General government
Public protection
Public works
Sanitation
Library
Parks and recreation

Capital outlay

Debt service:
Interest and fiscal charges
Principal payments

Total expenditures

Excess (deficiency) of revenues over
(under) expenditures

Other financing sources (uses):
Operating transfers in (note 8)
Operating transfers out (note 8)
Other

Total other financing sources (uses)
Excess (deficiency) of revenues and
other financing sources over

éxpenditures and other financing uses

Fund balances, as restated, Jﬁné 36. 1988
(note 12)

Fund balances, June 30, 1989

See accompanying notes to general purpose fingncial stateme

Expenditures and Changes in Fund Balances
Types and Expendable Trust Funds L

(405,869)

555,753

2,125,556 "

_5_-'

- . . ;_Fiduéia;y‘;‘_a:;
Covernmental Fund Types . Fund Type - T ;
Special Debt © ~ Capital | Expendable’ '~ > Totals
General Revenue Service ' . Projects - _ Trust ';Sﬂg!ggggﬂgg_gglzlg“
$ 8,696,973 646,180 50,326 . - . 9,393,479
469,738 - A - 669,738
2,096,697 1,164,382 - - - 3,261,079
3,730,361~ 39,451 - - - 73,769,792
338,284 - -l - - - 7.338,284
805.887 97,503 2,956 652,035 178,592 .1,736,973"
509,383 13,657 _20,000 . 135,600 . 2,669,151 - _3,347,791
16,647,303 1,061,173 73,282 787,635 ~ 2,847,743 22,317,136
1,666,520 637,500 - 533,210 - 2,837,230
7,523,746 50,512 - - - L 7,574,258
2,838,813 761,877 - 844,914 < 685,604
3,164,290 - - - ' - 73,164,290
737,673 - - - - - ©737,673
1,986,225 97,283 - - - 2,083,508
- - 34,564 - 2,422,487 937,878 1 <. 3,394,929
- . 85,434 - - - g5,
- 390,000 ___ = _...= 390,000
17,917,267 1,547,172 309,998 3,800,611 . 937,878 ' 24,712,926
(1,269,964) __ 614,001 (436,716) (3,012,976) " 1,909,865 . . (2,395,790) .
1,349,036 20,118 449,794 1,166,146 - © 2,985,094
(484,941) - - - RN - (484,941)
- . 121,634 - B - i - 121,634
864,005 _ 141,752 449,794 1,166,166 = Lo 621787

225,997
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CITY OF LODI

Combiced Statement of Revenues, Expenditures and Changes in Fﬂn& Balances
‘Budget and Actual - Generalvand Special Revenue ands

Year Eaded June 30, 1989

General Fund R
¢ Variance:
oL ‘Favorable . -
Budget Actual (Unfavorable)
'Revenues: ‘ e e
Taxes . $ 8,446,445 8,696,973. 250,528
‘Licenses and permits » B 680,800 . 469,738 (211,062)
Intergovernmental revenues 1,785,780 2,096,697 310,917
‘Charges for services 3,819,880 3,730,341  ~ (89,539) :
Fines, forfeits and penalties 334,000 338,284 4,284
_Interest and rental income 598,230 805,887 . 207,657 51,0
Miscellaneous revenue 309,500 - 509,383 - 199,883 7
Total revenue 15,974,635 16,647,303 _ 672,668
Expenditures:
Current:
General government 1,760,410 1,666,520 93,890
Public protection 6,995,536 7,523,756 ~ (528,210)
Public works 2,972,384 2,838,813 133,571
Sanitation 3,317,260 3,164,290 152,970
Library 764,725 737,673 27,052 o
Parks and recreation 1,869,717 1,986,225 (116,508) 191,703
Total expenditures 17,680,032 17,917,267  (237,235) 4,090,476
Excess (deficiency) of revenues over S
(under) expenditures (1,705,397) (1,269,964) _ 435,433 (1,900,401
Other financing sources (uses): o
Operat%ng transfers in 2,420,625 1,349,036 (1,071,589) _
Operating transfers out (1,076,590) (484,941) 591,649 -
Other ) - - - -
Total other financing sources (uses) 1,344,035 864,095 (479,940) -
Excess (deficiency) of revenues and
other financing sources over :
expenditures and other financing uses (361,362) (405,869) (44,507) (1,900;401,
Fund balances, as restated, June 30, 1988 2,125,556 2,125,556 - 848,649 |
o
Fund balances, June 30, 1989 $ 1,765,194 1,719,687 (44,507) (1,05 ;

See accompanying notes to general purpose financial statements.
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ggiél'kevenue'thd

Total (Memorandum Only)

: Variance ~ Variance
e Favorable ' - Favorable
Q, AFF“§1 (Unfavorable) Fudggg Actual  (Unfavorable)
646,180 10,105 9,082,520 9,343,153  (260,633)
- - - 680,800 469,738 . 211,062
. 1,164,382 (286,518) 3,236,680 3,261,079 (24,399)

o 39,451 (5,149) 3,864,480 3,769,792 94,688

s - 334,000 338,284 (5,285)

97,503 46,503 649,230 903,390 (254,160)
13,657 6,157 317,000 523,040 (206,040)
1,961,173  _(228,902) 18,164,710 18,608,476 (483,766)
.jf%’ 637,500 1,399,200 3,797,110 2,304,020 1,493,090
| 50,512 (7,489) 7,038,559 7,574,258 (535,699)
- 761,877 1,057,173 4,791,434 3,600,690 1,190,744
- - 3,317,260 3,164,290 152,970
- - 764,725 737,673 27,052
97,283 94,420 2,061,420 2,083,508 (22,088)
1,547,172 2,543,304 21,770,508 19,464,439 2,306,069
514,001 2,314,402  (3,605,798) _ (855,963) 2,749,835
20,118 20,118 2,420,625 1,369,154  (1,051,471)
- - (1,076,590)  (484,941) 591,649
121,634 121,634 - 121,634 121,634
141,752 141,752 1,344,035 1,005,847 (338,138)
555,753 2,456,154  (2,261,763) 149,884 2,411,647
848,649 - 2,974,205 _2,974,205 -
1,404,402 2,456,154 712,462 3,124,089 2,411,647



CITY OF LODL

Combined Statement of Revenues, Expenses
and Changes in Retained Earnings

All Proprietary Fund Types

Year Ended June 30, 1989.

Proprietary Fund Types i 0
L ~ Internal _Total =

Enterprise - Service = (Memorandum Only) -

Operating revenues:

Net operating transfers
in (out)(note 8)

(2,893,343)

393;190

ﬁ“;jsb;ibga”:fffmwmm

Charges for services $ 28,937,107 . 965,038 §f2§;902;145f:‘
Operating expenses: , : Lo
Personal services 4,161,641 112,610 4,274,251
_ Supplies, materials, and . o L L
services - 574,162 269,882 LY
Utilities and communications 20,968,194 - 20,968,194
Depreciation 1,709,944 - - 1,709,944
Benefit payments . 261,688 1,293,042 1,554,730
Other 383,882 - 383,882
Total. operating expenses 28,059,511 1,675,534 '\29,735,0&5
Operating income (loss) 877,596 (710,496) (167,100)
Nondperating revenues (expenses):
Sewer bond taxes 300,605 - 300,605
Interest revenue 2,151,166 119,682 2,270,848
Interest expense (711,084) - (711,084)

(2,500,153) -

Total nonoperating revenues (430,916) 512,872 81,956

Net income (loss) 446,680 (197,624) 249,056
Retained earnings, as restated,

June 30, 1988 (note 12) 42,094,806 506,270 42,601,076

Retained earnings, June 30, 1989 $ 42,541,486 308,646 42,850,132

See accompanying notes to general purpose financial statements.
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CITY OF LODI

Combined Statement of’Changes‘in“Fiﬁénéfél'Position V

All Ptopr1etaty Fund Types

Year Ended June 30, 1989

'lfInternal ' Tbtal?i

Enterprise  Service (Henorandum Only)
Sources of working capital: ‘ o '

Operations: o , e s S
Net income (loss) $ 446,680 (197,624) 249,056
Item not requiring working P e R 5

capital - depreciation . 1,709,944 - 1,709,948
Working capital provided
by operatlons o 2,156,626 (197,624) . . ._1,959,000. .
Increase in certifxcates of 5
participation (net of discount) 8,917,483 - 8,917,483
Total sources of A ‘ ‘ :
working capital 11,074,107 (197,624) 10,876,483
Uses of working capital: | o
Acquisition of fixed assets, net 4,773,212 = - . 4,773,212 .
Restatement 10,000 - 10,000
Total uses of working .
capital 4,783,212 - 4,783,212
Net increase (decrease)
in working capital $ 6,290,895 (192,624) 6,093,271

(Continued)
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CITY OF LODI
Combined Statement of Changes in Financial Position - Continued

AllfProptietary’Fund Types

Intetnila - 1Tot§1"“Y"ft=:‘v..ff7

Enterprise Service (Memorandum Only)
Elements of net increase
(decrease) in working capital: UL
Cash and investments $ (2,108,163) 331,759 (1,776,404)
Restricted assets 8,446,350 - 8,446,350
Accounts receivable, net 332,125 (1,080) 331,045
Property taxes receivable 47,779 - 47,779
Interest receivable . 20,489 2,318 22,807
e e other” funds GF T | O
government agencies 1,033,333 - -+ 1,033,333 -
Inventory 148,145 - 148,145
Other assets (1,178) (32,000) (33,178)
Accounts payable and accrued S
liabilities (54,925) (39,783) - (94,708)
Accrued salaries and wages 62,989 - 62,989 -
Accrued compensated absences (243,153) - (243,153)
‘Accrued interest (355,542) - (355,542)
"Due to other funds S "(1,037,354) - ' (1,037,354)
Accrued self insurance claims - (458,838) (458,838)
Net increase (decrease)
in working capital $ 6,290,895 (197,624) 6,093,271

See accompanying notes to general purpose financial statements.

-9-
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CITY OF LODI
Notes to General Purpose Financial Statements

June 30, 1989

(1) Summary of Signif1cant Accountlng Polxcies

The City of Lodi (City) was 1ncorporated December 6 1906, as a munzcxpal‘”’
corporation under the general laws of the State of California. The City
operates under a Council-Manager form of government and provides ‘the
following services as authorized by its charter: general government,
public works, -public protection, sanitation, llbrary. and parks ‘and
recreation.

The accounting policies of the City of Lodi conform to generally accepted
accountzng principles as applicable to governmental units. The following
is a summary of the more significant policies:

(a) Reﬁbtting Entity

The City's financial statements include the operations of all
organizations for which the City Council exercises oversight
responsibility. Oversight responsibility is demonstrated by financial
interdependency, selection c¢f governing authority, designation of
management, ability to significantly influence operations, and
accountability for fiscal matters.

Based on the aforementioned oversight criteria, the Lodi Public
Improvement Corporation (LPIC) is included in the Enterprise Funds as the
City has oversight responsibility for this entity.

(b) Basis of Presentation - Fund Accounting

The accounts of the City are organized on the basis of funds and account
groups, each of which is considered a separate accounting entity. The
operations of each fund are acccunted for with a separate set of
self-balancing accounts that comprise its assets, liabilities, fund
balance/retained earnings, revenues, and expenditures/expenses. The
various funds are summarized by type in the financial statements. The .
following fund types and account groups are used by the City:

Governmental Fund Types

Governmental Funds are those through which most governmental functions
of the City are financed. The acquisition, use, and balances of the
City's expendable financial resources and the related 1liabilities
(except those accounted for in proprietary funds) are accounted for

(Continued)
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CITY OF LODI

Notes to General Purpose Financial Statements

through governmental funds. The measurement focus is upon determination
of changes in financial position, rather than upon net  incowe .
determination., The followzng are the C;ty s governmental fund types.l

° General Fund - The General Fund is the general operat1ng fund of the
City. It is used to account for all financial resources except those
required to be accounted for in another fund.

o Special Revenue Funds - Special Revenue Funds are used tc account for
the proceeds of specific revenue sources (other than special
assessments, or major capital projects) that are legally restricted
to expéndltures for specified purposes.

® Debt VService Fund - Debt Service Fund is used. to account for -the - - i

accumulation of resources for, and the payment of, general long-term
debt principal, interest, and related costs.

® Capical Projects Fund - Capital Projects Fund is used to account for .
financial resources to be used for the acquisition or construction of
major capital facilities. (other than those financed by proprietary
funds and trust funds).

Proprietary Fund Types

Proprietary Funds are used to account for the City’s on-going
organizations and activities which are similar to those often found in
the private sector. The measurement focus is upon determination of net
income. The following are the City's proprietary fund types:

® Enterprise Funds -~ Enterprise Funds are used to account for
operations (a) that are financed and operated in a manner similar to
rivate business enterprises - where the intent of the governing body
is that the costs (expenses, including depreciation) of providing
goods or services to the general public on a continuing basis be
financed or recovered primarily through user charges; or (b) where
the governing body has decided that periodic determination of
revenues earned, expenses incurred, and/or net income is appropriate
for capital maintenance, public policy, management <control,
accountability, or other purposes.

¢ Internal Service Funds -~ Internal Service Funds are used to account
for the financing of goods or services provided by one department or
agency to other departments or agencies of the City, or to other
governmental units, on a cost-reimbursement basis.

(Continued)
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CITY OF LODI

Notes to General Purpose Financial Statements

deuciary thd Type

Fiduciary thds are used: to: account for assets held by the City in a
trustee capacity or as an agent for indiv1duals. ptivate organlzatlons,
other govermmental units, and/or other funds. ’

® Agency Funds - Agency funds are used principally to account for
collection of special: assessments and payment ~of related bond.
principal and interest.  Agency funds are custodial in- natute and do
not involve measurement of results of ooeratxons.

& Expendable Trust Fund - Experdable Trugt Fund is used prlnclpally to
account for funds held by the governmental unit in a trustee capacity

. for dindividuals, private -organizations, other governmental units, -
and/or other funds. = P S

Account Groups

Account groups are wused to establish accounting control and
accountability for the City's general fixed assets and general long-term
debt. The following are the City's account groups:

® Ceneral Fixed Assets Account Group - This group of accounts is
established to account for fixed assets of the City, other than those
accounted for in the proprietary funds.

® General Long-Term Debt Account Group - This group of accounts is
established to account for all long-term obligations of the City
except those accounted for in the proprietary funds.

(c) Basis of Accounting

Covernmental funds and Fiduciary fund types use the modified accrual b<sis
of accounting. Under this basis of accounting, revenues are recorded nen
they become both measurable and available to pay liabilities of the
current period. Revenues not considerzd available are recorded as
deferred revenues. FExpenditures are recorded when the liability is
jincurred, except for (1) interest on general long-term obligations which
is recorded when due, and (2) the noncurrent portion of accrued vacation
and sick leave, which is recorded in the general long-term debt account
group.

In applying the susceptible to accrual concept to intergovernmental
revenues, the legal and contractual requirements of the numerous

individual programs are used as guxdance. There are, however, essentially
two types of revenues. In one, monies must be expended cn the specific

(Continued)
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CITY OF LODI

Notes to General Purpose Financial Statements

purpose or project before any amounts will be paid to the City;chérefore,
revenues are recognized based upon the expenditures recorded.. . In' the
other, monies are virtually unrestricted as to purpose of expenditure and
are usually revocable only for failure to comply with  prescribed
compliance requirements. These resources are reflected as revenues at the
time of receipt or earlier if the susceptible to accrual criteria are met.

Property taxes are reccgnized as;revenuésin the year for which takesfhéve
been levied, provided they are colie¢ted yithin 60 days after year-end. '

Licenses and permits, charges for services, fines and forfeitures, and
miscellanecus revenues (except - investment earnings) are recorded as
revenues when received in cash because they are generally not measurable
.until actually received. -Investment earnings -are recorded as earned since
they are measurable and available. = ) oo

The accrual basis of accounting is used by the proprietary funds.
Unbilled service revenue is accrued in proprietary funds.

(d) Encumbrances

Encumbrance accounting, under which purchase orders, contracts, and other
commitments for the expenditure of funds are recorded to reserve that
portion of the applicable appropriation, is employed in the governmental
funds. Open encumbrances are reported as reservations of fund balances
since the commitments will be honored through subsequent years' budget
appropriations. Encumbrances do not constitute expenditures or
liabilities.

(e) Cash and Investments

Cash for most funds is pooled, and interest income from pooled investments
ijs allocated to the various funds based on month-end balances. Available
cash is invested in certificates of deposit, bankers acceptances,
commercial paper, discount notes, repurchase agreements and savings
accounts. Investments are statad at cost or amortized cost, which
approximates market.

(f) Inventery
Inventory is valued at the lower of cost (weighted-average method) or

market. The cost of inventory is recorded as an expenditure/expense at
the time individual inventory items are consumed {consumption method).

(Continued)
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(g) General Fixed Assets

General Fixed assets have been acqulted for general govetnmental.
purposes. = Assets' purchased are recorded as expenditures 'in ' the -
governmental funds and capitalized at cost in the general f:.xed assets =
account . gtoup. ~Capital leases for buildings, 1mprovements, ‘and’ equ1pment?"

are recorded in the general fixed assets account group, and the capital
lease obligation payable is recorded in the general long-term debt account
group. Contributed fixed assets are recorded in the general'fixed ‘assets
account group at estimated fair market value at the time reuezved.

Certain improvements such as roads, bridges, curbs and gutters, streets

and sidewalks, drain systems, and lighting systems are not capitalized.
Such assets normally are immovable and of value only to .the City.

.. Therefore, the purpose - of stewardship for capital -expenditures is

satisfied without recording these assets.

No depreciation has been provided on general fixed assets, nor has
interest been capitalized. :

(h) Fixed Assets — Enterprise Fund

Fixed assets owned by the enterprise funds are stated at cost or estlmated
fair market value at the time received, if donated.

Depréciation has been provided over the estimated useful lives using the
straight-line method. The estimated useful lives are as follows:

Years
Buildings 15 - 20
Improvements 3- 5
Machinery and equipment 2 - 20
Utility plant 30

(i) Compensated Absences/Vacation and Sick Leave

Noncurrent accumulated vacation and vested sick leave benefits for
governmental funds are recorded in the General Long-Term Debt Account
Group as a liability and also as an amount to be provided by future
operations. The amount to be provided by future operations represents the
total amount that would be required to be provided from the general
operating revenues of the City if all the benefits were to be paid. The
current portion, the amount expected to be paid in the next 12 months, is
recorded as a liability of the responsible fund type.

Enterprise funds record ccmpensated absences/vacation and sick leave as an
expense and liability when earned.

(Continued)
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CITY OF LODI

Notes to General -_Purpose"tinahcial ‘Statements

& i ) Self-Insurance

The City is. self-maured for general habihty, ausomob:.le 11ab111ty, and},{fj;"
workers' compensation. . The operating funds are ‘charged premiums by ‘the ~

iR A

City's self-insurance funds, which are acccunted for as internal: service -

funds. The accrued liability for esnmated claims’ represents an estimate

of the eventual loss on claims arzsing prior‘fo year-end . 1nc1uding clalms  ;‘

1ncurred and not yet repotted.
(k) Total (HEUQtandum Only)

The total (umnntandum only) data are the aggregatevof the fund types and

~account groups and are presented only to facilitate financial analysis. ..

(2)

No consolidating or other elimination entries were made in- arriving at the
totals, thus, they do not represent consolldated information. -

Budgetary Data

The City Ccuncil follows these procedures in establishing the budgetary
data reflected in the accompanying {inancial statements:

® On or prior to the first regular Council meeting in June of each year,
the City Manager submits to the City Council a proposed operating budget
for the fiscal year commencing July 1. The operating budget includes
proposed expenditures and the means of financing them., The budget is
established on aa accrual basis.

® Public hearings are conducted during meetingc of the City Council to
obtain citizen comments.

¢ Prior to July 1, the budget is legally enacted through passage of an
ordinance.

o The City Manager or designee is authorized to transfer certain budgeted.

amounts between accounts; however, any revisions that alter the total
appropriations on functional expenditure classifications of any fund
must be approved by the City Council. The combined Statement of
Revenues, Expenditures and Changes in Fund Balance - Budget and Actual -
General and Special Revenue Funds reflect all revisions.

e Appropriations lapse at the cluse of the fiscal year to the extent that
they have not been expended or encumbered.

(Continued)
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Notes to Genetal Putpose F1nancial Statements

(3) Cash and questnents, and Restricted Assets

The City ma1nta1ns a cash and- 1nvestment pool that is available for use
by all funds. Each fund's portion of this ‘pool is displayed on the
combxned balance: sheet as *Cash and’ Investments s ‘}

The City is authotlzed to imvest in- secur:tles, of the State of
California, U.S. Government, or its' agencles, certificates of deposxt (or
time deposits) “placed with commercial * banks and/or savings and loan
associations; negotiable certificates of deposlt' banker s acceptances,‘_
commercial paper; local agency investment fund  (State pool) ' demand PR
deposits; repurchase agreements (collatera11zed by U.S. Treasury : :
securities); pass book savings account demand deposits, and other i
investments that are, or may become, a legal investment as defined by the

- State of California Goverument Code (with ptior approval or the Counc11)

5

§
u
¥

3

3

L1

H

Repurchase agreements entered into by the C1ty are typically short—term
in nature and structured to return a specified yield.

Generally accepted accounting principles define three categories of
credit risk for securities:

1 Securities that are insured or tegistered, or for which the
securities are held by the City or its agent in the City's name;

"II Securities that are uninsured and unregistered and are held by the ;
broker's or dealer's trust department or agent in the City's name; and ’

I1II Securities that are uninsured and unregistered and held by the broker

or dealer, or by its trust department or apcnt, but not in the City's
m.

The following is a recap of cash and investments, and restricted assets
at June 30, 1989:

Cash and investments $ 33,936,887

Restrictcd assets 8,649,350

$ 42,586,237

(Continued)
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Notes to General Purpose FiﬁancigL'S:atemen;s

The following is a detail summary of depos

1989:

Unrestricted:

Cash and deposits

Investments: .
Certificates of deposit
Commercial paper

_Banker's acceptances
Government National

Mortgage Association

U.S. Treasury Notes

Total categorized
unrestricted

Local agency investment fund
Various mutual funds
Various iavestments
Retirement funds held:
Various investments

Total unrestricted
Restricted:

Sewer funds:
Various investments

Debt service:
Various deposits and
investments

Total restricted
Total cash and

investments, and
restricted assets .

$

$

its and investments at June 30,

Apétokimaté

-." Market
Cqst Value Category
466,087 -
8,900,000 8,900,000 III
1,189,000 1,189,000 I
6,214,850 6,340,000 R $ § ¢
1,940,166 1,895,000 I
1,999,286 2,003,000 I
20,709,389 20,324,000
3,430,000 3,430,000
4,371,290 4,405,000
57,085 115,000 I
5,369,123 5,369,000 II
33,936,887 33,643,000
8,446,350 8,446,000
203,000 203,000
8,649,350 8,649,000

42,586,237
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Notes to Ceneral Purpose Financial. Statements

Property Tax

San .Ioaqum Ccunty is responsible for assessing, collecting ard
distributing property taxes in accordance with enabling -legislation.  The
City's groperty tax is levied each July 1 on the assessed value listed as
of the prior March 1 for all real and peraona1 property- located in the
City. The assessed value at March 1, :.988, upon w!urh the 1989 levy was
based, was $1 709, 069 475. ‘

'I.'axes are due in two equal installments on November 1 and February 1
following the 1levy date, payments are delinquent after 40 and 60 days,
respectlvely.

Property taxes. levzed for the year ended June 30, 1989, are.- recorded as
receivables, net of estimated uncollectibles. The net ‘receivables
collected during the year and expected to be collected by August 30, 1989
are recognized as revenues in the year ended June 30, 1989. Net
receivables ‘estimated to be collectible subsequent to August 30, 1989 are
reflected as deferred revenues.

Due from Other Governments
Duz from other governments of $39,519 represents amounts due from the State

of California and the federal government for expenditures made by the City
for various grant programs but not reimbursed prior to June 30, 12989.

(Continued)
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Notes to General Purpose Financial Statements

(6) Long-Term Debt and Capzta11zed Lease Obligations

The follovxng is-a summary of debt transactions of the City for the- yearf}é;
ended June 30, 1989: , o

Interest July 1, Retire- Juné 30;

'Rates 1988 Additions ments - 1989
General long-term debt |
account group:?
Compensated absences - $ 994,689 1,000,621 - 1,995,310

General obligation bonds:
1965 Municipal
improveme:it bonds:

Series A 3.502 2,055,000 - 225,000 1,830,000 :

Series ¢ 5.70% 105,000 - 105,000 - |

2,435,000 - 370,000 2,065,000

Capitalized lease :

obligations: :
FMC Corporation 7.86% 62,312 - 16,546 45,766
Caterpillar 7.50% - 78,873 13,911 64,962

62,312 78,873 30,457 110,728

Special assessment
district bonds with
governmental commit-
ment (net of discount}):
Turner Cluff 10.00% 659,140 - 659,140 -
Lodi United
Downtown (net
of $10,237
discount) 8.75-9.90% 324,113 - 19,350 304,763

983,253 - 678,490 304,763

$ 4,675,256 1,079,494 1,078,947 4,475,801

Enterprise Funds:

Certificates cf
participation

(net of discount) 5.25-7.80% $ _ - 8,917,483 - 8,917,483

(Continued)
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Notes to General Purposa Financial Statements

Long-term debt payable at June 30, 1989 is comprised of the following
individual issues: :

Certificatés~of Patticipation

49,415,000 certificates of participation (1988 Wastewater Treatment Plant

Expansion Project), anrnual princi ipal payments - August 1,. beginning 1989, in

amounts from $100,000 to $755,000 with final payment due August 1, 2003,,

interest increases from 5.25% to 7.60%, payable semiannually on February 1
and August 1, net of $497,517 discount and issue costs.

1965 thicipal Improvement Bonds ~ Series A

These bonds were issued to finance the construction of sewer and drainage =
facilities plus a publlc safety building. The bonds are secured- by a pledge‘ R
of property tax revenues. Principal matures annually through October 1,

1995, with interest of 3.50% also payable October 1.

1965 Municipal Imptovement Bonde — Series B

These bonds were issued on May 1, 1969 to finance the comstruction and
completion of storm drainage improvements for the City of Lodi. The bonds

are secured by a pledge of property tax revenues. The semiannual principal -

payments, with interest of 4.50%3 to 5.252, are payable on May 1 and November
1 through 1994.

Special Assessment District Bonds with Governmental Commitment

The City is obligated under the terms of the Lodi United Downtown special
assessment bond indentures, in the absence of any other bidder, to be the
purchaser of property upon which any said special assessments are levied and
are delinguent. ‘

(Continued)
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Notes to Ceuneral Purpose Financial Statements

On October 12, 1988, $485,000 Turner Road and Cluff Avenue Assessment
District No. i Limited Obligation Refunding Improvement Bonds (Series.
1988-1 Bonds), with an interest rate of 7.5%, were issued for the purpose
of refunding the $659,140 of outstanding Turner Road and- Cluff Avenue
Assessment District No. 1 Series 1981-1 Bonds (Series 1981-1 Bonds), wit

a stated interest rate of 10%. The City’'s obligation of 'the Series =
1988-1 Bonds is limited to the advancement of funds' to the. redemption:. .

fund in the event of delinquent installments which shall not exceed the
balance in the reserve fund and therefore, the Series 1988-1 Bonds' are
not included on the City's general purpose financial statements... The.
outstanding balance of the Series 1988-1 was $485,000 on June 30, 1989.

The new refunding bonds were sold at 97% of par, or $470,450 net proceeds
of sale. As part of the tramsaction, $436,500 of the net proceeds
together with the funds totaling $300,100 from the reserve funds which
were established for the Series 1981-1 Bonds were used to purchase U.S.

Covernment securities. Those securities were deposited in an irrevocable .~

trust with an escrow agent to provide for all future debt service -
payments of the Series 1981-1 Bonds. As a result, the Series 1981-1
Bonds are considered to be defeased and the liability for those bonds has
been removed from the General Long Term Debt Account Group and the Turner
Road and Cluff Avenue Ascessment District Fund. ' :

Although the -advance refunding resulted in the recognition of an
accounting loss of approximately $151,000 ‘for the year ended June 30,
1989 (recorded in the Agency funds), the District, in effact, reduced its
aggregate debt service payments by approximately $80,000 over the next
five years and obtained an economic gain (difference between the present
values of the old and new debt service payments) »f approximately $25,000.

The annual principal -equirements to amortize all debt outstanding as of
June 30, 1989 are as follows:

General Special Certificates
Year Ending Obligation  Assesswent of
June 30, Bonds Bonds Participation Total

1990 $ 470,000 20,000 105,000 595,000

1991 245,000 25,000 110,000 380,000

1992 250,000 25,000 120,000 395,000

1993 260,000 25,000 125,000 410,000

1954 270,000 30,000 135,000 435,000
1995 and

Thereafter 570,000 190,000 8,820,000 9,580,000

$ 2,065,000 315,000 2,415,000 11,795,000

(Continued)
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The various indentures maintain significant limitations and rescrictionS“ R
on annual debt service requlrements, maintenance ‘of and flow of- monies*ﬁ"‘ N
through various restricted accounts. The City is in ;omp11ance with alz*
such s1gn1f1cant lzmitations and restrictions. ‘

The pr°sent value of futute minimum capxgal lease payments as of June 30,:
1989 are as follows:

Fiscal Years

1990 $ 39,707
1991 ' 39,707
1992 27,542
1993 18,851
1994 . S e D e
Thereaftnr =
Total minimum lease payments 125,807
Less amounts representing interest 15,079

Pfresent value of minimum ,
capital lease payments $ 110,728
(7) Due From/To Other Funds

Individual fund interfund receivable and payable balances (excluding due
from governmental agencies) by fund type at June 30, 1989, are as follows:

Due From Due To
Fund Other Funds QOcher Funds
General Fund $ - 9,412
Special Revenue Funds - 68,500
Debt Service Funds 328,433 -
Capital Projects Funds 427,600 359,100
Enterprise Funds 1,033,333 1,037,354
Trust and Agency Funds ~ 315,000
$ 1,789,366 1,789,366

(Continued)



TN DL AN e me s o e 1 et e a5 e i A O R BRSO e

CITY OF LODI

Notes to General Purpose Financial Statements

(8) Operating Transfers
Total‘operatingrtransfers by fund type at June 30, 1989, are as‘féllows:

Operating Transfer

Fund ' In Out
General Fund $ 1,349,036 484,941
Specizal Revenue Funds 20,118 -
Debt Service Funds 449,794 -
Capital Projects Funds 1,166,146 -
Enterprise Funds - . 2,893,343
Internal Service Funds o w393“190”,uw =

(9) Defined Benefit Pension Plan
{(a) Plan Description

The City contributes to the California Public Employees' Retirement
System (PERS or System), an agent multiple-employer public employee
retirement system that acts as a common investment and administrative
agent for participating public entities within the State of Califormnia.
The City's payroll for employees covered by the System for the year ended
June 30. 1989 was $10,320,692 which was 88% of the City's total payroll
of $11,777,666.

The System covers essentially all employees, except elected officials and
those employees compensated on an hourly basis who were hired after
May 31, 1966.

Safety employees are required to contribute aine percent of their annual
salary to the System. All other employees are required to contribute
seven percent. The City is required to contribute the remaining amounts
necessary to fund the benefits for its members, using the actuarial basis
recommended by the PERS actuaries and actuarial consultants and adopted
by the Board of Admiristration.

(Continued)
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(b) Funding Status and Progress

The amount shown below as the "pension benefit oblxgaszon” is .a

standardized disclosure measure of the present value of pension;benefits,&u
adjusted for the . effects of pro;ected salary © 1ncteases and* step—rate*"
benefits, estimated to be payable in the future ‘as a result of employee

service to date. The measure is intended to -help ‘users assess the
fundzng status of the System on a going-concern basis,. assess progress

made in accumulating sufficient assets to pay benef1ts when due, and make
comparisons among empleyers.. The measure is the actuar1a1 present value
of credited projected benefits and is independent of the Eunding method'

used to determine contributions to the System.

The pension benefit obligation was computed as part of an aCCuarlal

valuation performed as of June 30, 1988.. Slgnlflcant .actuarial .. .

assumptions used in the valuation include (a) a rate" of return on the =~
investment of present and future assets of 8.5 percent a year compounded

annually, (b) oprojected salary increases of 5 percent a year compounded
annually, attributable to inflation, (c¢) additional projected salary
increases of 2 percent a year, attributable to seniority/merit, and (d)
no postretirement benefit increases.

Total unfunded pension benefit obligation applicable fo the City's
employees was $4,955,891 at June 30, 1989, as follows: '

Pension benefit obligation:
Retirees and beneficiaries currently recelvirg
benefits and terminated employees not vet
receiving benefits $ 20,293,822

Current employees:
Accumilated employee contributions including
allocated investment earnings 8,015,362
Employer-financed vested 8,682,098
Employer-financed nonvested 531,530

Totai pension benefit cobligation 37,522,812

Net assets available for benefits, at cost

(market value approximates $36,833,000) 32,566,921
Unfunded pension benefit obligation $ _4,955,891

(Continued)
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CITY OF LODI

Notes to General Purpose Financial Statements

(c) Actuarially Determined Contribution Requirements and Contribution Made

PERS uses the Entry Age Normal Actuarial Cost Method which is a projected
benefit cost method. That is, it takes into account those benefits that
are expected to be earned in the future as well as those already accrued.

According to tnis cost method, the normal cost for an employee is the
level amount which would fund the projected benefit if it were paid
annually from date of employment until retirement. PERS wuses a
modification of the Entry Age Cost Method in which the employer's total
normal cost is expressed as a level percentage cf payroll. PERS also
uses the level percentage of payroll method to amortize any unfunded
actuarial liabilities. The amortization period of the unfunded actuarial
liability ends on June 30, 2000,

The significant actuarial assumptions used to compute the actuériaily
determined contribution requirement are the same as those used to compute
the pension benefit obligation, as previously described.

The contribution to the System for 1989 of $2,041,365 was made in
accordance with actvarially determined requirements computed through an
actuarial valuation performed as of June 30, 1988. The contributions
consisted of: (a) $1,725,328 normal cost (16.7 percent of current covered
payroll) and (b) $316,037 amortization of the unfunded actuarial accrued
payroll liability (3.1 percent of current covered payroll). The City
contributed $1,233,245 of this total (11.9 percent of current covered
payroll) and the employees contributed $808,120 (7.8 percent of current
covered payroll).

(d) Trend Information

Trend information gives an indication of the progress made in
accumulating sufficient assets to pay benefits when due. System wide
ten-year trend information may be found in the California Public
Employees Retirement System Annual Reports.

For the year ended June 30, 1989 available assets were sufficient to fund
86.8 percent of the pension benefit obligation. Unfunded pension benefit
obligation represented 47.3 percent of the annual payroll for employees
covered by the PERS for 1989. Showing unfunded pension benefit
obligation as a percentage of annual covered payroll approximately
adjusts for the effects of inflation for analysis purposes. In addition,
for the year ended 1989, the City's contributions to the System, all made
in accordance with actuarially determined requirements, was 12 percent of
annual covered payroll.

(Continued)
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Notes to General Purpose Financial Statemencs

Segments of Enterprise Activities

There are three services proviced by the City which are financed by user
charges - electric, sewer, and water. Selected financial data for those
three services for the year ended June 30, 1989 are as follows:

EBlectric Sewer Water Total

Operating revenues $ 24,413,281 2,68C,453 1,843,373 28,937,107

Operating expenses: ' :
Depreciation (967,552) (379,426) (362,966) (1,709,344)
Other (23,665,527) (1,509,699) (1,174,341) (26,349,567)

Operating income N N o .
~ (loss) (219,798) 791,328 306,066 877,596

Nonoperating revenue
and expenses, net (801,492) 631,307 (320,731) (430,916)

Net income (loss) $ (1,021,290) _1,482,635  _(18,665) __ 446,680

Additions to fixed

assets $ L.07,080 2205406  L00230 4,273,212
Net working capital  § 14,943,932 12,076,918  .35L.0A0 22,372,290
Total assets $ 22,497,558 20,900,595 3,876,960 54,275,113
Certificates of |

participation $ - 8,917,483 ——e 8,917,683
Total equity $ 26,668,541 11,451,548 4,621,397 42,541,4

Contingent Liabilities

Deferred Compensation Plan - The City offers its employees a deferrzd
compensation plan created in accordance with Internal Revenue Code
Section 457. The Plan, available to all City employees, permits them to
defer a portion of their salary wuntil future years. The deferred
compensation is not available to employees until termination, retirement,
death, or unforeseeable emergency.

(Centinued)
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Notes to General Purpose Financial Statements

All amounts of compensation deferred under the Plan, all property or
rights are (until paid or made available to the employee or other
beneficiary) solely the property and rights of the City subject oaly to
the claims of the City's general creditors. Participants' rights under
tha Plan are equal to those of general creditors of the City in 2n amount
equal to the fair market value of the deferred account for each
participant. ‘

Self-Insurance - The City is self-insured under its existing general
liability insurance policy for the first $250,000 of claims, per
occurrence, with the California joint powers insurance agency providing
certain liability coverage for the next $750,000, per occurrence and in
the aggregate. Additional coverage is available for claims in excess of
$1,000,000 to 310,000,000 per occurrence and in the aggregate.

The City if self-insured with respect to workers' compensation, medical
benefits, unemplcyment, and long-term disability for its employees.
Self-insured transactions are accounted for in the internal service
fund. The first plan is administered by an outside agency, the latter
three are administered by the City. Claims payable under the above
policies aggregated $1,440,845 at June 30, 1989, Incurred but not
reported claims have been considered in determining the accrual for the
self-insurance reserve.

The City does not use an actuary to determine liability. Claims payable
are determined from administrators reports and the City's historical data.

Expansion of Sewage Treatment Plant - The City issued certificates of
participation to pay for the expansion of the capacity of its sewage
treatment plant. The City is committed to pay any sewage treatment plant
expansion costs in excess of the cash provided from the issuance of the
certificates of participation. At June 30, 1989, budge’:2d costs exceeded
cash available from the issuance of the certificates of participation by
approximately $2,408,000.

Litigation - The City of Lodi, California is a defendant in various
lawsuits. The City Attorney estimates that the potential ciaims against
the City not covered by insurance resulting from such litigation would
not materially affect the financial condition of the City.

Arbitrage Earnings - The LPIC has elected to defer calculation of
possible arbitrage earnings (arbitrage earnings are defined as income
earned on the unexpended tax exempt certificates of participation {(cop)
proceeds in excess of that which would have been earned had the monies
been invested in securities with a yield of the effective rate of the
COPs) to the anniversary date of the debt issue (August 1). Currently
arbitrage earnings, if any, must be rebated to the United States Treasury
every five years.

(Continued)
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Notes to General Purpose Financial Statements

(12) Restatement of Beginning {(June 30, 1988) Fund Balance/Retained Earnings

(2) Fund Type Keclassifications

In the prior year, the City accounted for the Camp Hutchins program's
revenues and expenditures in the Special Revenue Funds. Because these
funds are not legally restricted and Camp Hutchins is not a separate
legal entity, the City, effective July 1, 1988, began accounting for this
activity in its General Fund. The effect of this change in accounting
was a $13,382 increase in the fund balance of the General Fund.

In the prior year, the City accounted for the Library's revenues and
expenditures in the Special Revenue Funds. Because these funds are not
legally restricted and the library is not a separate legal entity, the
City, effective July 1, 1988, began accounting for this activity in its
General Fund. The effect of this change in accounting was a $478,350
increase in the fund balance of the General Fund.

In the prior year, the City accounted for the Community Center program's
revenues and expenditures in the Trust Funds. As nionies received for
this program are the property of the City and the City is not holding
these assets in a trustee capacity for individuals, private
orzanizations, other governmental units, and/or other funds, the City,
effective July 1, 1988, began accounting for this activity in its General
Fund. The effect of this change in accounting was an $8,640 decrease in
the fund balance of the General Fund.

In the prior year, the City accounted for its hotel and motel tax
revenues and expenditures in the Special Revenue Funds. Because these
funds are not legally restricted, the City, effective July 1, 1988, began
accounting for this activity in its General Fund. The effect of this
change in accounting was a $411,456 increase in the fund balance of the
General Fund.

In the prior year, the City accounted for its United Downtown Assessment
District activity in the Special Revenue Funds. Because this fund
represents debt for which the City is obligated in some manner under the
terms of the bond indenture, the City, effective July 1, 1988, began
accounting for the current activity of this debt in its Debt Service
Fund. The eifect of this change in accounting was a $296,421 decrease in
the fund balance of the Debt Service Fund.

(Continued)
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In the prior year, the City accounted for the long-term portion of the
united Downtown Assessment District bonds payable in the Debt Service
Fund. Because this is long-term debt for which the City is obligated in
some manner under the terms of the bond indenture, the City, effective
July 1, 1988, began accounting for the long-term portion of this debt in
its General long-Term Debt Account Group. The effect of this change in
accounting was a $304,763 increase in the fund balance of the Debt
Service Fund and an increase of $304,763 in the General Long-Term Debt
Account Group as a special assessment debt with governmental commitment
and as an amount to be provided in future years. :

In the prior year, the City accounted for its construction projects in
various fund types. Because these activities are for construction
projects, the City, effective July 1, 1988, began accounting for these
activities in its Capital Projects Funds. The increase in fund balances
were as follows:

General Funds:

Equipment Fund $ 211,303
Capital Outlay Fund 3,425,363
Special Revenue Funds:
Subdivision Reserve Fund 408,250
Subdivision Fund 316,569
Master Drainage Program Fund 1,386,857
Library Capital Outlay Fund 208,155
Trust and Agency Funds:
Hutchins Street Square Capital Fund 4,590
Increase in Capital Project Fund balance $ 5,961,087

In the prior year, the City accounted for the English Oake Common Fund
and the Turner Cluff Assessment District Funds in the Special Revenue
Funds. Because the City is acting as an agent for these funds, the City,
effective July 1, 1988, began accounting for these funds in its Agency
Funds. The effect of this accounting change was a $258,967 increase in
the fund balance of the Special Revenue Fund.

(b) General Fixed Assets

In the prior year, the City had general fixed assets which were not
recorded on the City's financial statements. During fiscal year ended
June 30, 1989, the City properly recorded their general fixed assets in
the General Fixed Assets Account Group. The effect of this restatement
was an increase to the General Fixed Assets Account Group as fixed assets
and investment in general fixed assets.

(Continued)
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(c) Holding Accounts

In the prior year, the City accounted for its holding accounts within its

fund balances and retained earnings. During fiscal year ended June 30,
1989, the City properly recorded these holding accounts as liabilities.
The effect of this change in accounting was a $33,636 increased fund
balance in the General Fund and a $10,000 decrease in the retained
earnings of the Water Fund.

(d) Enterprise Fund Fixed Assets

Through fiscal year ended June 30, 1988, the City recorded fixed asset
transactions in the subsequent year of occurrence. During the current
fiscal year, the City changed to recording these transactions in the year
of occurrence. This resulted in a restatement of the June 30, 1988
retained earnings. The effects of these restatements were as follows:
Increase in Electric, Sewer, and Water retained earnings of $1,833,492,
$27,349, and $440,564, respectively, for capitalization of prior year

fixed assets; additions and a decrease in Electric, Sewer, and Water )

retained earnings of $320,083, $373,382, and $94,856, respectively, for
prior year depreciation expense.

(e) Special Revenue Fund Fixed Assets Expenditures

In the prior year, the City recorded an over-expenditure for general
fixed assets in the Special Revenue Fund. During fiscal year ended June
30, 1989, the City recorded a correction for this over-expenditure. The
effect of this restatement was a $13,251 increase to fund balance of the
Special Revenue Fund.
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Assets

Cash and investments
Restricted assets
Receivables (net cf allowance
for uncollectables):
Accounts
Property taxes . ..
Interest
Due from other funds or
governmental agencies
Inventory
Other assets
Fixed assets (net of
accumulated depreciation)

Total assets
Liabilicies
Accounts payable and other
liabilities
Accrued salaries and wages
Accrued interest
Due to other funds
Accrued compensated absen:es
Certificates of particips  ion
payable. net of discoun

Total liabilities

Fund Equity
Retainzd earnings
Contingent liabilities

Total liabilities and
fund equity

CITY OF LODI

Entérprise Funds
Combining Balance Sheet

June 30, 1989

Electric Sever Water Totalnl?g »
$ 11,843,061 3,814,590 1,218,256 16,875.387%_‘
- 8,446,350 - 8,446,350 ;z’a*
. %
1,711,045 169,088 162,015 2,042,148 &
B 47,779 -t 47,779 2
136,799 106,031 14,980 257,810 &
1,033,333 - - 1,033,333 .5 .
1,248,085 7,494 211,752 1,467,331 5 =
646 17,150 - 17,796 &
11,524,609 8,292,113 4,269,957 24,086,679 ¥
$ 27,497,55 20,900,595 7 4 %
27,497,558 3,876,960 34,275,113 : .
$ 743,247 15,487 83,214 841,948 g
22,145 8,406 8,404 38,955 &
- 355,542 - 355,542 &
- 4,021 1,033,333 1,037,354 %
263,625 148,108 130,612 542,345 B
- 8,917,483 - 8,917,483 %
1,029,017 9,449,047 1,255,563 11,733,627 §
26,468,561 11,451,548 4,621,397 42,541,486
$ 27,497,558 20,900,595 2,876,960 25,275,113

See accompanying independent auditors' report.
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Combining Statement of Revenues, Expenses

~ CITY OF LODI

Enterprise Funds

and Changes in Retained Earunings

Operating revenues:
Charges for services

Operating expenses:
Personal services
Supplies, materials and
services
Utilities and communications
Depreciation
Benefit payments
Other

Total operating expenses
Operating income (loss)

Nonoperating revenues (expenses):
Sewer bond taxes
Interest reveuue
‘Rent
Incterest expense
Other
Net operating transfers in (out)

Total nonoperating
revenues (expenses)

Net income {loss)

Retained earnings, as restated,
June 30, 1988

Retained earnings, June 30, 1989

Year Ended June 30, 1989

Total o

See accompanying independent auditors' report,.

Electric Sewer Water
$ 24,413,281 2,680,453 1,843,373 28,937,107 -
2,662,618 779,990 719,033 4,161,661 £
333,719 136,658 103,785 574,162 |
20,363,566 - 257,521 347,107 20,968,194
967,552 379,426 362,966 1,709,944
257,288 4,400 - 261,688
48,336 331,130 4,416 383,882
24,633,079 1,889,125 1,537,307 . 28,059,511
(219,798) 791,328 306,066 __ 877,59
- 300,605 - 300,605
1,122,332 935,549 93,285 2,151,165
30,013 93,287 26,519 149,819
- (711,084) - (711,084)
159,163 351,294 61,464 571,921
(2,113,000) (278,344} (501,999)  (2,893,343)
(801,492) 691,307 (320,731) (430,916)
(1,021,290) 1,482,635 (14,665) 446,680
27,489,831 9,968,913 4,636,062 42,094,806
$ 26,468,561 11,551,548 5,621,397 42,541,486




CITY OF LODI

Enterprise Funds
Combining Statement of Changes in Financial Position :

Year Ended June 30, 1989

Blectric Sewer Water Total
Sources of working capital:
Cperations: :
Net income (loss) $ (1,021,290) 1,482,635 (14,665) 446,680
Item not requiring working capital:
Depreciation 967,552 379,426 362,966 1:709,944
Working capital provided by operations (53,738) 1,862,061 " 348,301 2,156,624
Increasec in certificates of participation -
payable (net of discount) - 8,917,483 - 8,917,483
Total sources of working capital - (53,738) 10,779,544 . - 348,301 11,074,107
Uses of working capitals o
Acquisition of fixed assets, net 1,447,486 2,235,446 1,090,280 4,773,212
Restatement - - - 10,000 10,000
Total uses of working capital 1,501,224 2,235,446 ':f,100.280 4,783,212

Net increasc (decrease) in

working capital $ (ha20la224) 8,504,098 _(751,979) - 6,290,895

Elements of net increase (decreasc)

in working capital: ) C )
Cash and investments $ (2,783,131) 294,058 380,910 (2,108,163)
Restricted assets - - B,446,350 - - ‘8,446,350
Accounts receivable, net 199,900 71,483 - 1 60,782 -332,125.
Property taxes receivable - 47,7719 . . - 47,779
Interest receivable (49,327) 66,104 - .. 3,712 . 20,489 -
Due from other funds or governmental i ) : : ‘

agencies 1,033,333 Co- R 1,033,333

Inventory 135,463 oo (A, 788) 0 17,470 148,185
Other assets (178) (1,000) . . - (1,178) -
Accounts payable and accrued liabilitles (661) 5,965. .0 T (60,229) - 1 (54,925)
Accrued salaries and wages 40,092 15,069 7,828 7624989
Accrued compensated absences (76,715) -~ (37,319) 1+ #:(129,110) + . -(243,153)
Accrued interest - i (355,542) v e il :(355,542) .
Due to other funds - oo (a,021) o :

Net increase (decrease) in

working capital $ (1.501,226)

See accompanying independent auditors' report.
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